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I 


The structure of the American economy has, for many years, been subjected 
to substantial scrutiny. One of the issues, if not the central one, is the degree to 
which the market mechanism is adequately performing its necessary functions 
Do market forces, operating in compliance with the competitive model, achieve 
proper allocation of resources, proper distribution of product, adequate protec- 
tion for consumers, laborers, capitalists, and managers? Or, does “counter 
vailing power” produce these goals? Or, are these goals not attained at all, but 
not too much trouble arises because our great wealth permits substantial im 
perfections? All of these views have been given repeated examination by tech 
nicians as well as by popularizers. 

It seems to me fundamental that if the economy is to be reasonably well con 
trolled through market forces, the market mechanism must function, again with 
reasonable effectiveness, within what is commonly referred to as the capita! 
market. It is my purpose to examine certain aspects of the structure of this 
market. First, | want to note the extent to which capital funds are being ob 
tained through the market and to what extent such funds are being acquired 
without recourse to it. Second, I will examine how the market in its allocation 
treats the major seekers of funds. And finally, I shall mention some of the prob 
lems that arise from market circumvention, 

This paper is limited to the market for long-term as contrasted with current 
funds. This is admittedly an arbitrary distinetion. In recent months, for in 
stance, corporations have designed what would normally be long-term borrowing 
operations to attract substantial amounts of commercial bank funds through 
the use of relatively short serial maturities. The Federal government has long 
been influenced in its borrowing operations by the capacity of the banks to ab- 
sorb securities of other than the shortest maturities. A dollar can rather easily 
flow from the short-term market into the long-term market and vice versa. 
Hence, while the short-term market is essentially ignored in this paper, its effect 
on the capital market must necessarily be acknowledged. 

* Presidential address delivered at the Twenty-fourth Annual Conference of the South 


ern Economic Association, Biloxi, Mississippi, November 19, 1954 
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It will be useful to visualize the situation under which all capital funds would 
be allocated by the market operating under competitive conditions. All sup- 
pliers of such funds would as a group make these funds available to all potential 
users. There would necessarily be a large number of suppliers with a very wide 
range of investment requirements. This would provide the essential fluidity in 
the funds supply, for suppliers as a whole must permit their funds to be used 
in a wide variety of ways and on a wide variety of terms. As of any time, the 
rates of return demanded tor funds would have to reflect risk; and suppliers, at 
least as a group, would have to respond to rate differentials, permitting their 
funds to be used in the more risky ventures when the prospective rate of return 
compensated for the risk. There would have to be an essentially continuous sup- 
ply funetion. 

To get effective market allocation, it is by no means necessary to assume a 
degree of fluidity that would allow funds once committed to a particular use to 
be shifted immediately to some other use. It is necessary to assume, however, 
the operation of an adequate secondary market in which individual investors 
may, with reasonable facility, shift their commitments to other investors; which 
is certainly not to say without undue loss or gain to the original investors. 

There are some capital funds which are supplied through the market, operat- 
ing to some extent, at least, in the manner just described. I shall inquire, first, 
into the extent to which major users of capital funds are meeting their require- 
ments in the market and to what extent the market is by-passed. For this pur- 
pose, as well as throughout, the discussion will be limited to three major users 


of capital funds, namely, private corporations, the Federal Government, and 


state and local governments. 


The gross absorption of total long-term funds by private corporations for a 
given period can be obtained by adding the following three components: (1) 
security flotations and other long-term loans; (2) retained earnings; and (3) 
depreciation, depletion, and similar allowances. It should be noted that it is 
the gross absorption of capital funds which is here significant, and hence securi- 
ties sold for refunding purposes should not be excluded. If a corporation pays 
off one issue with the proceeds of the sale of another it is, quite true, both in- 
creasing the supply of investible funds and at the same time asking for them 
back on, no doubt, better terms; but the point is the market does not have to 
let it have its funds back. Rather, it is a situation where market allocation of 
capital funds could be operating very effectively. 

Of the three components making up gross capital funds used by corporations, 
those obtained through security flotations and other long-term loans have been 
subjected to capital market allocation, at least to some degree. There is at least 
one rather significant and, no doubt, increasingly important exception to this 
statement. This is in those circumstances where a corporation sells its own 
securities to its pension funds. This practice was, for instance, for many years 
followed by the Bell Telephone System and, during the summer of 1954, U.S 
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Steel sold $75 million of a $300 million issue to its pension funds. The practice 
provides simply another means of possible market circumvention to the cor- 
poration. The vast bulk of funds obtained by corporations through security 
flotations is, however, subject to market allocation. It may be noted that I do 
not regard the privately negotiated sale of an entire issue to one or a limited 
number of investors, usually institutional investors, as circumvention of the 
market. Quite obviously, this practice differs from the usually presumed capital 
market situation of a security being put up for sale to whoever desires to buy. 
And it is a process which to some extent weakens the machinery for handling 
capital flotations in the traditional manner. Yet, when the relative strengths of 
borrower and lender are considered, private placement cannot be regarded as 
market circumvention. 

The other two components of gross capital funds used by corporations, namely 
retained earnings and allowances for depreciation and related charges, are not 
subject to capital market allocation. Rather, they are funds captured in the 
commodity markets and invested in accordance with managerial rather than 
market decision. 

The relative magnitude of these three sources of funds is significant. During 
the eight postwar years, 1946-53, private corporations in the United States ob- 
tained some $59.2 billion through the sale of securities.’ This figure includes 
private placements but does not include term loans made by commerical banks. 
During the same period, corporations retained $81.8 billion of earnings and had 
depreciation charges of $61.4 billion? These three components total $202.4 
billion. Of this amount, funds from security sales amounted to slightly less than 
30 per cent of the total, leaving 70 per cent of gross capital funds used by cor- 
porations during this period acquired without recourse to the market. Omission 
of commercial bank term loans modifies this conclusion somewhat. Estimates of 
the gross amount of such loans are not available, but the sum is no doubt sub- 
stantial. Funds so acquired obviously reduce the demand for funds from other 
sources, and their use evidences a somewhat smaller reliance by corporations 
upon self-generated funds than the percentages given above indicate. There 
seems little basis, however, for increasing appreciably the 30 per cent figure as 
the proportion of gross capital funds acquired by corporations through market 
allocation. 

The Federal Government by-passes the capital market in the acquiring of 
long-term funds through the sale of government securities to the various Federal 
trust accounts, such as the Old Age and Survivors Insurance Trust Fund. The 
extent of market circumvention here, when measured as a percentage of the gross 
volume of Government securities issued during a period of time, is not very 
great. During 1946-53, the Treasury issued some $128 billion of securities to 
the public. This amount is exclusive of short-term issues—and I have arbitrarily 
extended short-term to include any issue up to 15 months maturity because of 
the relatively heavy volume of notes running for 1, 2, or 3 months more than a 


1 Statistical Bulletins, U. 8. Securities and Exchange Commission. 
2 Survey of Current Business, April 1954, p. 13ff. 
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year—but the amount is inclusive of the gross volume of savings bonds and sav- 
ings notes. During the same period some $21 billion of special issues were sold 
to the trust accounts.’ Thus, only 14 per cent of the $149 billion of total long- 
term securities were issued without recourse to the market. 

There are other comparisons, however, which can be drawn that emphasize 
the importance of these nonmarket funds. For instance, the absorption of govern- 
ment securities by the trust accounts was more than 25 per cent of the total 
cash sales—exclusive of exchanges—of U. 8. Governments (of more than 15 
months maturity) including gross sales of savings bonds and savings notes. Ex- 
cluding the latter two types of securities, sales to trust accounts were some four 
times the volume of cash sales of the other types of long-term Governments. 

Taking a somewhat different and perhaps more realistic approach, and simply 
thinking of the Treasury's demand on the market as a whole as being the increase 
im the Federal debt, the low point in the debt during the 1946-53 period was 
May, 1949, and the high point, November, 1953. Between these two dates the 
Federul debt increased $23.4 billion and trust accounts increased their holdings 
of Governments by $9.1 billion.‘ Thus of the net increase in borrowed funds used 
by the Government, some 39 per cent were supplied by the trust accounts. 

It is apparent from these data that the Government is by no means dependent 
exclusively upon the market in the borrowing of long-term funds. Money re- 
ceived from the various trust accounts is simply turned over to the general 
fund in exchange for Government bonds. Other potential users of these funds 
have no more opportunity to bid for them than other potential users have to 
bid for funds retained by a corporation from its earnings. The propriety of the 
system is not being challenged. Simply the pre-emption of these funds and the 
by-passing of the market by the Federal Government in acquiring them are be- 
ing pointed out. 

The volume of new issues of state and municipal securities during the 1946 
53 period has, like many other economic magnitudes, reached new peaks. During 
this eight-year period, $26.5 billion of such bonds were sold.* To gain some indi- 
cation of the relative size of this sum, it may be pointed out that in the period 
prior to 1946, 'the volume of municipal issues for the eight years with the largest 
offerings totaled less than $12 billion. And these eight years were by no means 
consecutive. To what extent are state and local governments able to circumvent 
the market in obtaining these capital funds? 

The chief means of market circumvention here, as with the Federal Govern- 
ment, is through investments made by various state and local government trust 
funds, particularly pension funds. These trust funds by no means acquire ex- 
clusively the issues of the government which operates the fund. In fact, their 
holdings of Federal Government securities far exceed their holdings of munici- 
pals. But these funds do acquire substantial amounts of municipals and to the 
extent that they do, the state or local government is by-passing the market. 


* Treasury Bulletins, U. 8. Treasury Department. 

* Ibid. 

* Estimate by The Bond Buyer, as reported by Standard and Poor’s Trade and Securities 
Statistics. 
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This is assuming that a given trust fund limits its acquisitions of municipal 
securities to those of the same government or of its subdivisions or authorities. 
This seems a reasonable assumption. 

Information on the gross volume of such acquisitions is not available. Some 
indication of the extent to which state and local governments are absorbing 
their own securities can, however, be obtained from ownership data.’ These 
data show that, for the fiscal years, 1946 to 1953, the increase in the holdings of 
state and local government bonds by state and local governments was 11 per 
cent of the total increase of such securities outstanding. This percentage should 
be reasonably indicative of the proportion of new offerings acquired by state 
and local government trust accounts during the period noted. 

This does not indicate any alarming market circumvention, when viewed as a 
whole. It is, however, a device which can be used with good effect in beating 
down market rates. It is by no means uncommon for public employee pension 
funds to be used for this purpose. With the continued growth of such funds, the 
power of state and local governments to influence the rates at which their se- 
curities will be sold will, of course, increase.’ 

In summary, private corporations acquire only approximately 30 per cent of 
their gross capital fund requirements through market allocation. The Federal 
Government circumvents the market to a very limited degree, when viewed from 
the standpoint of total offerings in the market compared to total sales to trust 
funds; but to a much greater degree when looked upon from the standpoint of 
net absorption of additional funds. State and local governments acquire only 


a small part, perhaps between 10 and 12 per cent, of their capital fund require- 
ments without recourse to the market; but the power to circumvent can be 
applied strategically with considerable effect. 


lit 


I should like to examine, next, the relative status in the capital market of 
these three major seekers of funds, namely, corporations, state and municipal 
borrowers and the Federal Government. It can hardly be maintained that they 


* Annual Report of the Secretary of the Treasury on the State of the Finances. 

7 A recent Florida episode is illustrative. A low bid of 2.96 per cent was submitted by an 
investment banking syndicate for a $27 million issue of school bonds. The bid was rejected 
when the State pension funds offered to buy the bonds on a 2.75 per cent basis. Since the 
pension funds had submitted no formal bid, the sale could not be iegally carried out with- 
out readvertising the bonds. This step was duly complied with. The new bids included one 
from the State pension funds at 2.70 and one from a banking syndicate at 2.689. The syndi- 
cate was awarded the bonds but immediately sold $10 million of the long maturities to the 
State pension funds at a yield of 2.70, while offering the shorter maturities to the public 
at yields sufficiently low to make the whole transaction adequately attractive to the in- 
vestment bankers. (Jacksonville, Florida Times-Union, June 17, 1954; Wall Street Journal, 
June 22, 1954.) While Florida finance may not be typical of the entire country, the New 
York Times, on July 19, 1953, reported that the New York State Comptroller had, the 
previous week, purchased some $20 million of municipal issues for public employee pension 
funds at prices which undercut market rates and that a somewhat smaller amount had 
been handled in the same way in Pennsylvania. Further, a very large block of the 1954 
New York State Thruway bonds went to New York State pension funds. 
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come to the market on an equal footing. The Federal Government has over the 
years become a preferred claimant on available capital funds. Federal issues— 
whether the longer or shorter issues makes little difference but here I am con- 
cerned with the longer issues—will be absorbed in an amount sufficient to meet 
the Treasury’s demands for funds and, I should add, at a rate more or less in 
line with what the Treasury thinks is right. I do not think other borrowers as a 
group can or do exercise any such dominance over the market. I am not suggest- 
ing that this is an undesirable situation. In fact, I do not see how it can be other- 
wise, given a government committed to the support of the Employment Act of 
1946, not to mention a government confronted with existing international un- 
certainties. Such a government must have its funds, and it must acquire them 
in a market largely conditioned by the monetary and fiscal policies being fol- 
lowed by this same government. This statement is made despite peg-pullings, 
accords, realistic businessmen running the Treasury, Mr. Burgess’s claims of 
good fellowship between the Treasury and the Federal Reserve, and even the 
existence of a Republican administration. The experience of Mr. Humphrey 
with his 30 year 314’s in early 1953 is still too fresh to permit me to suggest that 
the capital market will be permitted to allocate funds to the Treasury without 
some substantial prompting or coaxing—not to say support. An investment 
officer of a very large life insurance company, concerned with the rate of return 
on his portfolio, summarized the 1953-54 situation to me very succinctly several 
months ago: ‘““‘We had it good for awhile, but they took it away from us.” 

If this view of the Government’s position of dominance in the market is cor- 
rect, then it follows that there is a very important lack of freedom in the alloca- 
tion of funds to this user as compared with other users. This does not, however, 
materially disadvantage other users. There seems little basis for saying that 
the Government gets its funds first and if there are any funds left other users 
will get theirs. 

Capital funds, even in the short-run, are not a fixed amount from which the 
Government, or any other user, takes its requirements and thereby leaves that 
much less for other users. Demands producing heavy drains on the capital mar- 
ket may well be accompanied by an increased availability of funds in the money 
market induced by central bank policy. These short-term funds may spill over 
very readily into the capital market, a process which the Federal Reserve Banks 
can expedite through shifting their holdings of Government obligations from 
shorter to longer maturities. There are, of course, limits to this feeding of the 
capital market through bank credit expansion—definite legal limits stated in 
terms of reserve requirements and somewhat indefinite limits set in terms of 
credit policy—but such limits, being determined by human judgment, are quite 
frequently changed and could, of course, be wholly removed. I am certainly not 
advocating this latter step, nor am I unmindful of the possible price level effects 
of a major expansion of the money supply and the consequences upon the 
amount of funds needed to accomplish a given undertaking. But the amount of 
capital funds available at a given time is highly flexible, and the existence of a 
heavy demand for funds on the part of the Government by no means necessarily 
produces a scarcity of funds for others. Rather, it not infrequently occurs that 
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despite large net borrowings by the Government, credit policy is designed to 
produce a general easiness which makes funds available at low rates to other 
borrowers as well. Such a condition existed during the last six months of 1953 
and, in those months in 1954 when the government made net demands on the 
market. The major effect of the Federal Government’s dominance of the market, 
therefore, is not to deprive others of funds but to determine the basis on which 
others obtain their funds. 

While state and municipal borrowers do not exercise any dominance over the 
market comparable to that of the Federal Government such issuers do have the 
tremendous advantage of their securities being tax-exempt. This advantage is 
well known and needs no elaboration here. A table showing the yield necessary 
on a corporate or Federal Government bond to make it comparable to the yield 
on a tax-exempt bond for taxpayers in various tax brackets can undoubtedly be 
found underneath the glass on the top of the desk of every municipal bond man 
in the country. And those that have no desks carry the information around in 
their pockets. 

The tax-exempt status of their bonds permits state and municipal borrowers 
to come into the market at rates materially lower than those paid by issuers of 
nontax-exempt securities of comparable risk. Theoretically, given tax-exempt 
and nontax-exempt issues having the same risk, the yield on the former should 
be equal to the after-tax yield that would be received on the latter by the group 
of taxpayers with the lowest marginal tax rate which, at a given time, is invest- 
ing in tax-exempt securities. If the yield on municipals were lower, such inves- 
tors would place their funds in nontax-exempts; if the yield on municipals were 
higher, groups having still lower marginal tax rates would be attracted to this 
market. 

While yields on tax-exempts as contrasted with nontax-exempts are closely 
related to the present and anticipated value of the tax-exemption feature, the 
relation is by no means as precise as that suggested. And, as a general proposi- 
tion, it seems that the market has not, in very recent years, evaluated the tax- 
exemption feature as highly as it should. Support for this statement is found in 
the movement of municipal yields during 1952 and 1953. In early 1952, yields 
on high grade municipals as compared with Al+ corporates were such as to 
equalize the net yield for taxpayers subject to a marginal tax rate of 30 per cent. 
By the end of 1952, the differentiai reflected a marginal tax rate of 20 per cent 
and by July, 1953, only 8.3 per cent. This was the low point in the spread and 
by the end of 1953 it had increased to reflect an advantage in the purchase of 
municipals for taxpayers having a rate above 16 per cent.* 

There were many developments during the two years which affected these 
yield differentials. There was, for instance, in the middle of 1953, a tremendous 
amount in absolute terms, of new municipal financing being carried on in the 
face of higher and higher interest rates. But even so, the three heavy months in 
the middle of the year (May, June, and July) accounted for only 29 per cent 
of the year’s total flotations of long-term municipals; and the first seven months, 


* The series used for these comparisons were Standard and Poor's index of yields on high 
grade municipals and index of yields on Al+ corporates. 
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while the rate differential on tax-exempts and nontax-exempts was narrowing, 
accounted for only 57 per cent of the year’s total. These percentages indicate no 
substantial concentration of offerings. Moreover, the market for new corporate 
bonds was not exactly stagnant during this time. Some 28 per cent of the year’s 
total was offered during May, June, and July (as compared with 29 per cent 
for municipals) and 56 per cent of the year’s total was offered in the first seven 
months (as compared with 57 per cent for municipals). There is no way of de- 
termining what the offerings of corporates would have been had interest rates 
been more favorable; but there seems some reason to believe that the practice 
of withdrawing the issue on account of high interest rates was more prevalent 
in the corporate field than in the municipal. This would account for some of 
the narrowing of yields but I doubt that under conditions of reasonably full 
mobility of capital funds, it would bring yields down to the point where the pur- 
chase of municipals would become desirable for taxpayers with a marginal rate 
of only 8.3 per cent. And while it should be mentioned that prospective tax cuts 
made the tax-exemption feature less valuable, no one that I know of was seri- 
ously suggesting that the income tax for, say, commercial banks or, for that 
matter, any group of taxpaying individuals be reduced to 8 or 9 per cent. Fur- 
ther, it should be recalled that the differential had widened by the end of 1953 
to 16 per cent, and at the beginning of 1954, the income tax reduction became a 
reality. 

There appears to be substantial irrationality in the municipal bond market. 
On the one hand, there are funds invested in such securities where the tax ad- 
vantage to the investor is negligible while, on the other hand, this market has 
not attracted funds in adequate quantity from those investors to whom the tax 
advantage is highly valuable. Among those holding these securities with little 
or no tax gain are state and local governments, which as already noted, buy 
them for their pension funds, not so much because of their yield but to reduce 
the cost of their own borrowing. These bonds are also purchased in limited quan- 
tities by life insurance companies, to which, under the 1952-53 (and earlier) 
income tax schedule a 3 per cent tax-exempt investment return was the equiva- 
lent of a 3.2085 per cent return subject to tax. The life companies acquire, how- 
ever, the relatively high yield, and presumably relatively high risk, municipals, 
particularly unseasoned revenue obligations. Such bonds provide an adequate 
yield, tax-exempt or not, and they are purchased apparently simply on the 
same basis as any other investment. 

For support of the statement that the municipal market has not attracted 
the volume of investment funds their tax-exempt status warrants, I shall refer 
briefly to some of the findings of Professor J. K. Butters and his associates at 
the Harvard Business School in their book, Effects of Taxation on Investments 
by Individuals.’ This book reports that of the individual investors interviewed, 
7 per cent in the $100,000 and over annual income bracket admitted that taxes 
played no role in their investment policies. And in the $12,500-$25,000 income 


* J. K. Butters, L. E. Thompson, and L. L. Bollinger, Effects of Tazation on Investments 
by Individuals (Boston: Graduate School of Business Administration, Harvard University, 
1953). 
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bracket only 60 per cent admitted any tax influence on investment policy.'° 
With respect to the purchase of municipal securities, it is reported that only 
about one individual in four with incomes of $100,000 or more had as much as 
20 per cent of his cash and marketable securities in tax-exempt securities. The 
percentages are much smaller for all lower income classes. In brief, this study 
reports, ‘‘response of the investors in the active investor sample to this tax in- 
ducement has been of very limited proportions.’ 

Commerical banks, the most important institutional investors subject to 
regular corporate income tax rates, are investing more and more heavily in 
municipals. Many such bonds are, of course, not appropriate investments for 
them, either because of inadequate quality or over-long maturities, or both. Yet 
many issues are satisfactory and commercial banks are materially increasing 
their holdings. During the period, 1947-52, while total assets of all commercial 
banks increased at an average annual rate of 4.1 per cent, holdings of state and 
municipal bonds increased at an average annual rate of 15.4 per cent, an even 
larger rate of increase than for loans and discounts." Despite this development, 
apparently, the municipal bond does not appeal to a sufficiently large group of 
investors, even those to whom the tax savings are demonstrably important, to 
attract additional investment interest when yields become inviting. Those funds 
which are attracted during periods of heavy offerings reap a return higher than 
that necessary to call them forth. There is apparently substantial immobility 
with respect both to funds flowing into and funds flowing out of this segment 
of the market. 

Turning next to the market for new corporate securities, it is found that the 
capital market has been exceedingly generous to corporations as a whole seeking 
new funds. This is supported, first, by the tremendous volume of new corporate 
issues absorbed by the market. It is also supported by the generally very attrac- 
tive terms on which corporations have been able to obtain funds. This situation 
has existed even under tightening market conditions and with respect to all the 
types of securities used by corporations to acquire funds, with the very notable 
exception of common stocks. 

It was pointed out above that American corporations between 1946 and 1953 
sold some $59.2 billion of new securities. The only other eight-year period in 
which this was approached was 1923-1930 when $42.5 billion of new securities 
were sold.” While there have been times when the market seemed crowded 
with new issues, usually this condition arose from pricing the issues a trifle too 
dearly. Accustomed to highly favorable market conditions, even investment 
bankers are sometimes inclined to push a good thing too far and over-estimate 
the market’s appetite for their offerings at their original offering price. Such 
conditions have not been too frequent and have not reflected any general over- 
all lack of funds available for investment in corporate securities. 

With respect to the terms on which corporations have obtained funds, the 


1® Ibid., pp. 30-82. 

" Tbid., pp. 284-287. 

12 Annual Report of the Federal Deposit Insurance Corporation, December 31, 1952, p. 35. 
'* Data from Commercial and Financial Chronicle. 
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relatively advantageous position of the corporation has already been indicated 
in the discussion of differing spreads in the yields of municipals and corporates. 
The behavior of yields on corporates as compared with other types of securities 
may be shown in an additional manner. While there has been no period of real 
stringency in the capital market in the postwar years, the period between the 
“accord” in 1951 and the summer of 1953 was one of generally tightening condi- 
tions and may be used to see how corporations have fared under such circum- 
stances. For every category of security examined, the month of lowest average 
yield in the period immediately preceding the “accord” was either December, 
1950, or January or February, 1951. The month of highest average yield in every 
case was June, 1953, when faith in the proposition that the market should oper- 
ate without intervention was apparently being given an agonizing reappraisal. 
During this period, the yield on long-term Governments increased 33.6 per 
cent, the yield on municipals 85 per cent, but the yield on corporate bonds of 
the highest rating increased 31 per cent, and those of lower ratings, 26, 27, and 
28 per cent, while yields on preferreds increased only 16 per cent." Applying 
the same procedure to a shorter period, namely, between the month of lowest 
yield in 1952 and June, 1953, it is found again that yields on all categories of 
corporates increased less percentagewise than either long-term Governments or 
municipals. 

I think the most likely and most reasonable explanation of this condition lies 
in the dominance of the corporate debt and preferred stock market by institu- 
tional investors, particularly life insurance companies, and increasingly, pension 
trusts. The situation has been almost tailor-made to the advantage of the cor- 
porate borrower. In the first place, these specific institutional investors find 
slight, if any, tax advantage in the holding of municipals and tend to take only 
the ones with higher yields. Second, the institutions are faced with the placing 
of tremendous increments of new funds, amounting in the case of life insurance 
companies to some $4 to $5 billion annually, and for pension trusts to an esti- 
mated $2 to $2.25 billion—an amount which the Brookings Institution estimates 
will increase to at least $6 billion by 1960."* These are net annual increments 
and, to obtain the total impact of the institutional investors, the sums must be 
increased by funds acquired through repayment of principal on obligations al- 
ready held. Further, for several years following the War, many of the large life 
insurance companies sold substantial blocks of their holdings of U. 8. Govern- 
ments acquired during the War, thereby increasing still more the volume of 
funds to be invested otherwise. Third, while the yield on Governments has 
generally not been high enough to permit the investing institution to carry an 
undue concentration of such securities in its portfolio and still meet its contrac- 
tual obligations, the additional yield needed has not been particularly large. To 


“ Calculations based on Standard and Poor’s indexes of yields on the various categories 
of securities mentioned. 

'* The current estimate is from Federal Reserve Bank of New York, Monthly Review, 
December, 1953, p. 187. The 1960 estimate is from Charles L. Dearing, Industrial Pensions 
(Washington: The Brookings Institution, 1954), p. 177. 
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obtain this additional investment income institutions have turned in large part 
to corporate securities and real estate mortgages. Diversification requires that 
not all funds be placed in real estate mortgages and pension trusts have largely 
avoided them completely.'* The result has been a tremendous volume of insur- 
ance company and pension trust money bidding for corporate debt and, in the 
public utility industry particularly, for preferred stock. Consequently, yields on 
corporates as compared with yields on governments and municipals have been 
in general low, considering the relative quality of the securities. Corporations 
have simply been able to take advantage of an unusually favorable situation 
arising from insurance companies, pension trusts, and, in recent months, com- 
mercial banks actively bidding for investment media which would produce some 
increase in the average return on their portfolios. 

The dominance of the corporate debt market by institutional investors is seen 
in the two following facts with respect to life insurance companies alone. First, 
from the beginning of 1949 through the first nine months of 1953, life companies 
acquired some 72 per cent of new corporate bonds offered for cash in the Uni‘ ~.. 
States.” Second, these companies at the end of 1952 owned at least 45 per cent 
of total long-term corporate debt outstanding." In light of these condition: there 
is little wonder that corporate issuers as a whole have fared so well in their trips 
to the market. 


IV 


I have pointed out the degree to which important users of c ‘tal fu’. ls in 
this country are able to circumvent the market. I have also not« me market 
imperfections. Despite these conditions, the capital market is s..\. serving a 
vital role in the American economy. The bulk of long-term funds borrowed by 
all levels of government is still obtained by market allocation. While the same 
cannot be said for corporate borrowers, the fact that some corporate funds {low 
through the market produces some flexibility that would otherwise be lacking 
In effect, what I am saying is that the market still functions to a sufficient extent 
for its contributions to the well-being of the economy to be easily recognized and 
that reliance upon it to a greater rather than a lesser extent is needed. 

Yet the trend appears to be definitely away from the market. As has been 
pointed out, the market process has been avoided by American corporations in 
recent years in obtaining some 70 per cent of their gross long-term funds. Avoid- 
ance of the market by governments is by no means unusual. These develop- 
ments cannot be viewed with complacency. The mere fact that imperfections 
exist in the market process does not condone the ease and frequency with which 
users of capital funds evade the market. There have been, and undoubtedly 


'* Federal Reserve Bank of New York, op. cit. 

'’ Based upon acquisitions of all legal reserve life insurance companies in the United 
States, as reported by Annual Proceedings of the Life Insurance Association of America, 
and upon security offerings as reported by the Securities and Exchange Commission. 

18 Ownership data from Proceedings, ibid. Net corporate debt from Survey of Current 
Business, September, 1953. 
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always will be, imperfections in the capital market processes. Funds are allo- 
cated by the market to enterprises which are never able to earn a return on 
them. Conversely, funds are no doubt withheld from some firms that deserve 
them. When the basic processes of market allocation are considered, the reasons 
for lack of perfection become apparent. Judgments as to the soundness of a 
corporation’s request for new capital funds are based largely upon future pros- 
pects, which in turn are usually judged largely upon past performance. While 
there may be a high degree of correlation between past and future performance, 
it is by no means perfect. In general, the market allocates funds to those enter- 
prises which have been——not necessarily will continue to be—successful. Having 
no perfect means of foretelling the future of each particular seeker of funds, 
mistakes are necessarily made and biases are developed which disadvantage 
particular classes of enterprise. But such mistakes are merely a part of the price 
paid for the right to choose. The process of trial and error, which essentially 
market allocation reduces to, should logically produce some errors along with 
some successes. The market process should not be set aside merely because 
there are blots on its record. 

Nor do I think the trend toward avoiding the market should be of little con- 
cern on the ground that the borrowers able to circumvent the market are usually 
the very ones to whom the market would furnish funds. If a greater proportion 
of funds flowed through the market, firms not now adequately served by the 
market might well find their position improved. Further, I do not agree that 
the market process is of little value because management’s judgment as to the 
uses funds should be put is likely to be just as good as the market's. All of these 
points of view become much less attractive when the alternatives to enlarging 
the control by the market of the allocation of capital funds are considered. 

One alternative is to abandon the market economy completely. Being a pro- 
fessed friend of free enterprise, as I imagine most of us are, I reject this alterna- 
tive altogether. I should like to state, however, that I think it would be par- 
ticularly unfortunate if unacceptable conditions in the capital market ultimately 
trigger the forces that destroy the whole market economy. 

The second alternative to enlarging the role of the market process is to allow 
a continuation and intensification of the present trend toward market circum- 
vention. There is little in the present scene that indicates this trend will be 
checked. I know of no reason to think corporations will reduce their reliance 
upon self-generated funds. When and if profits go down, there is simply likely 
to be a reduction of corporate investment. The relative proportion of net long- 
term borrowed funds that will be supplied the Federal Government by the trust 
accounts in future years will mainly be determined by the size of the deficit and 
the level of unemployment. It is entirely possible that funds supplied by the 
trust accounts could, for a period of years, exceed the Government’s additional 
net borrowings with the result that the Treasury would become a net supplier 
of funds to the market. State and local governmental pension funds will un- 
doubtedly continue to grow, thereby reducing materially the dependence on 
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the market of such governments. If allowed to continue unchecked, these de- 
velopments may well, over time, cause the market to atrophy and ultimately 
disappear altogether. While this situation fortunately has not yet developed, 
there is, particularly in the corporate field, enough circumvention of the market 
to be concerned with the implications of such an occurrence. 

Under the hypothesis of no corporate capital market, capital funds would 
become available only to firms generating these funds. It would be extremely 
difficult if not virtually impossible to establish new firms. All firms would be 
limited in their growth by the amount of funds they could generate internally, 
with no necessarily very close correlation between the availability of funds and 
the likelihood of profitable investment. Small firms with good management and 
good ideas could look either toward slow, painful growth with little chance of 
ever being able fully to develop their capacities or toward being merged into a 
large firm able to acquire through its present operations enough funds to finance 
on an adequate scale the activities the small firm desires to pursue. Further, with 
no market in which to seek funds, corporations would pay out a much smaller 
proportion of earnings even than at present, thereby largely cutting off an im- 
portant source of equity capital for new enterprises. In brief, a much greater 
dominance of the economy by the large firm even than exists today would appear 
inevitable. ‘““Countervailing power” might provide the necessary controls, but 
as an alternative to reviving the effectiveness of the capital market, it has little 
appeal to me. I am afraid it would result ultimately in the first alternative men- 
tioned, namely the abandonment of the entire market economy. 

Since neither of these alternatives appear attractive, the development of 
public policy which would result in greater reliance upon the market seems 
worthy of careful consideration. Such a policy would not require the Federal 
Government to surrender the dominance of the market it now exercises, which, 
I have indicated earlier, I regard as presently necessary. Nor do I think any 
relaxation of the controls now administered by the 8. E. C. is necessary. At- 
tention may well be given, on the other hand, to the present prerogatives of 
corporate managers with respect to dividend payouts. It is, of course, idle to 
discuss from a practical standpoint a policy of requiring all funds obtained by 
corporations from retained earnings and depreciation allowances to be subjected 
to market allocation. Such a policy would necessitate complete abandonment of 
accepted standards of good financial management. It would require that corpora- 
tions pay out in dividends an amount equivalent to total earnings before de- 
preciation, a practice that would soon impair the corporation’s legal capital and 
give rise to the usual unpleasant incidents that accompany such an event. But 
it is entirely in order to argue that corporate management has been allowed too 
much discretion in determining what shall be done with earnings. Action to cor- 
rect this situation might be direct, through changing the provisions of state 
corporate statutes so as to restrict the powers of directors over dividends. Since 
action along this line is unlikely, an indirect approach through tax policy obvi- 
ously comes to mind. Such a tax policy would not only penalize excessive earnings 
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retentions but would also reduce the present tax inducements to finance with 
self-generated funds rather than paying them out and recapturing them in the 
capital market. 

Finally, before the situation gets completely out of hand, investment practices 
of pension trust funds, both those of corporations and those of state and local 
governments, should be reexamined. A pension trust should be allowed to pur- 
chase the securities of the corporation or government which has established it 
only if such purchases result from arms-length bargaining and are in no sense 
arranged to support the market for the securities in question. Otherwise, not only 
is the fund being used to contribute to the further weakening of the capital 
market process, but the ends for which it was set up are being discarded. 

A search for other means of enlarging the role of the capital market in meeting 
long-term fund requirements is a worthy undertaking. It is unreasonable to expect 
the market to perform its normal allocation functions adequately if users of funds 
can and do easily and readily avoid it. And it is equally unreasonable to expect 
to maintain a flexible and dynamic capitalistic economy without a healthily 
functioning capital market. 
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I 


A look at this volume’ suggests the expletive, c’est formidable! And a little 
inspection may well incline a reviewer to turn tail and run away from his rash 
commitment. Over 1200 pages of text, some 700,000 words, and a space allot- 
ment of a little over a half of one per cent of that amount! And while the Indexes 
(by Authors and by Subjects) are impressive, a little use of them reveals that 
to digest the work would call for indexing as one reads, on a much fuller scale. 
As the content is organized, not otherwise could a reader for reference effectively 
collate what the author says about any important man, or topic. Yet any ac- 
quaintance with the author and his work is assurance that practically every 
sentence will merit thoughtful attention, while any worker in the field must 
expect a large proportion of them also to challenge critical comment. Both the 
learning and the penetrating reflections here embodied are truly “stupendous.” 
Not the least impressive feature, or least interesting, is the contribution of the 
Editor, also deceased before her work was finished, and that of several con- 
sultants. The book as we have it is incomplete at many points. In this review, 
I can only give some general characterization and take up briefly a few items of 
argument or judgment which happen to strike me as especially calling for 
comment—implying no comparison of my scholarly competence in the field 
with that of the author. 

The writer of such a History faces many insoluble problems, and his reviewer 
a similar list. The first, perhaps, is that of coverage—inclusion and exclusion— 
considering the ‘“quantity’’ which any considerable number of readers can be 
expected to “‘take.’’ At both ends of this work I have doubts. At the beginning, 
about an Introduction of nearly fifty pages (some 35,000 words), essentially on 
Scope and Method; and at the end, whether we have historical perspective on 
the most recent developments. The story is brought down to the First World 
War “and later,” with much about “Keynes” and his interpreters, botk in a 
final Section and scattered through, from page 41 onwards. Yet all the material 
is valuable for the education of economists, from the student to the more mature. 
Even the title needs interpretation; it, and repeated statements by the author, 
give a wrong impression (see especially, Editor’s Introduction, p. vii). So far 
from being confined to “economic analysis,” the book is more like a history of 
western thought from the standpoint of ideas related to economics. Economic 
analysis in a strict sense—function and variable causality—is, indeed, a very 
recent development, and not very much is said about it (see Subject Index, 


' This essay is a review article on the book, History of Economic Analysis, ey Joseph A. 
Schumpeter. Edited from Manuscript by Elizabeth Boody Schumpeter. New York, Oxford 
University Press, 1954. Pp. xxvi, 1260. $17.50. 
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s.v. Mathematics, also Econometrics). The title fits the content in somewhat the 
sense in which world history is the history “of” the present situation. In the 
abstract, this breadth is of course no defect, but a merit. 

The Introduction presents one lacuna worthy of notice. The first sentence 
makes “analysis” synonymous with “science,”’ and Section 2 defines science as 
“tooled knowledge,”’ that which rests on the use of special techniques used 
with a conscious effort at improvement. That I pass over (a bit reluctantly), 
but must note the absence of any definition of the crucial word, “economic.” 
And when the author says he takes “the standpoint of empirical science”’ (p. 8), 
I must question calling economic data empirical. That would make the study 
“‘behavioristic,” about which there has been much controversy. But one cannot 
distinguish “economic” behavior from uneconomic by sense-observation, still less 
measure the degree in which any act is economic. (Some discussion with very 
general relevance here may be found by consulting the Subject Index—with 
a little ingenuity!) It might be of interest in such a history that “economy” and 
“economizing” are very recent ideas, in the modern general meaning.? The idea 
of “maximizing” behavior is, I believe, mentioned but once, in a footnote (p. 
912). Incidentally, the subject of History and Historical Method does not seem 
to be mentioned at all. One observation in this connection may be both com- 
mended and criticized. We read (p. 5): “The highest claim [of] the history of any 
science ... is that it teaches us so much about the ways of the human mind.” 
Very true! But apart from wishing that “mind’’ were put in the plural, I recall 
a similar statement by Marshall, in which economics was put in second place, 
after religion, in this respect, which I consider superior. 

The treatment of intellectual history in general may surely be criticized. 
Schumpeter (in future, for brevity, I shall follow the Editor’s example in re- 
ferring to him as JAS) mentions change in “standards” (p. 8) noting that we 
must use our own, “since we have no others.’’ This seems to me a shirking of the 
historian’s task. Then our standards are said to be “‘the results of a development 
of more than six centuries’’; and a footnote confirms the calculation that Thomas 
Aquinas’ Summa Theologica is regarded as the great “landmark.’’ I shall come 
back to this later, in discussing the outline of the book. “Rationalism” gets five 
index references, and a few pages of text. I personally attach much more signifi- 
cance than does JAS to the “three stages’’ associated with the name of Auguste 
Comte. These are mentioned perfunctorily as connected with the concept of a 
“social mind”’ (pp. 443; etc.). Especially to be missed is any consideration of the 
development of critical judgment, which surely ought to be the leading feature 
of the “third stage,” outranking empirical positivism. 

More important is the failure of the Introduction, and of the book, to deal 
with the concepts of exchange, and the market, and the system of markets, as 
the framework of “the modern economic order.”’ A definition of analytical 
economics or “‘theory,’’ in terms of actual subject-matter, will consist of two 
parts. The first, treating of economic (maximizing, rational) behavior is intro- 


* See Oxford Dictionary, for the definition of the noun, noting that while an example is 
given from the 17th century, it does not illuminate the formal definition, nor do the later 


examples do so unequivocally 
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ductory and incidental to the second—the organization of the use of means 
through free exchange in markets. Here analytic description cannot well be 
kept “pure,” separate from value judgments. It is true that JAS mentions 
“Applied Fields,’ rather apologetically (Part I, Ch. 3) admitting that one 
“cannot’’ confine oneself to ‘general’ analysis but must keep an eye on develop- 
ments in these “‘as best he can.’”’ This is very misleading as to his actual coverage. 
And again it is a merit of his work that he does not treat theory apart from its 
relevance for policy. Much space is devoted both to policy questions and to 
political and social philosophy (even to “philosophy’”’) but this may make one 
feel that the treatment of key concepts is skimpy and narrowly technical—the 
concepts mentioned and others like Freedom and Progress, even more important 
and worse neglected.—To finish with the Introduction: I think the list of five 
reasons for the hostility to economic theory (pp. 18-20) omits the most im- 
portant: it is the “dismal science’’ because it deals with such unpleasant facts 
as that things must be produced before they can be consumed, or distributed. 


Il 


Another insoluble problem, on a par with coverage and proportioning, is that 
of the ordering and grouping of whatever one decides to include. The writer of 
history must compromise somehow between a chronological and a topical 
arrangement. Remembering that there is no ideal solution, I still feel that the 
course adopted here could be improved upon. (In some details it is not his, but 
the Editor’s.) The scattering and mixing of the material has been mentioned, 
requiring tedious collating in use of the book. This treatment calls for very full 
indexing, and cross-references would help—there are few, definite enough to do 
much good. The main skeleton is a division into five ‘Parts.”’ On the first and 
last I need say no more; my suggestion would have been to combine these into 
an Introduction of a fraction of their combined length—reducing the total bulk 
—and with a somewhat different emphasis, as indicated. The other three Parts 
are by title chronological divisions. Part I], The Beginnings to about 1790; 
Part III, from 1790 to 1870; and Part IV, from 1870 onwards. It is Part II that 
seems most open to criticism. In general, the divisions do not stress or (as I 
think) adequately characterize the great “breaks” in the sweep of development 
of ideas. These seem to me to be the following three: (1) From “‘classical’’ (greco- 
Roman) to medieval; (2) from medieval to modern; and (3) within the modern, 
from the epoch of stateism to that of individualism, at the time of the Enlighten- 
ment. The epochs so distinguished correspond with the usual periodization of 
west-European history, which as far as I know is a unique feature of that culture 
and surely is supremely important. 

The major “‘fault’’ I find is the failure to signalize the second of these epoch- 
dividing changes, marked by the “Renascence and the Reformation” or Protestant 
Revolt. Not only is two dozen centuries and more of history covered in one 
major division; the subdivision into chapters and sections seems designed to 
increase the obscurity or confusion. Following Pirenne (perhaps—he is named 
in a footnote with a dozen other historians—pp. 82-3) JAS indicates a single 
turning point, the breakup of Charlemagne’s Empire, putting a “Great Gap” 
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between that and 13th century scholasticism (Thomas Aquinas). This is de- 
fensible if one is seeking a low-point and up-turn in the level of western culture, 
as one long wave; but surely not, from the standpoint of a history of economic 
ideas, though there was an important break at this time, when the official 
philosophy of the church shifted from the Platonic-Neo-Platonic basis to the 
Aristotelian. But it was surely not on a par with that marked by the “fall’’ of 
classical civilization and the shift from Paganism to medieval ecclesiastical 
“Christianity” (Gibbon’s “triumph of barbarism and religion”), nor with the 
later liberation of the mind from its long confinement under priestly dictatorship. 
For, modern economics is clearly a phase, and a leading phase, of the develop- 
ment of Liberty and Liberalism, and JAS’s discussion of such fundamentals is 
(to my mind) weak and unsatisfactory (see Subject Index).* This major periodi- 
zation should be followed up in the chapter and section subdivisions. Notable is 
the bracketing of ‘The Scholastic Doctors and Natural Law” (Pt. II, Ch. 2), 
carried through “the eighteenth century and after” (7th and last Section). 
Chapter 3 is on ‘““The Consultant Administrators and Pamphleteers” (to 1790, 
thus including Adam Smith). The next two chapter titles are subjects, not men: 
Ch. 6, “Population, Returns, Wages and Employment” and Ch. 7, “Value and 
Money” (in which “value” is a “digression’’—Sec. 3). The final chapter treats 
“The Mercantilist Literature”; in this, mercantilism is narrowly conceived, 
down to the last Section (S. 5), on “Analytic Progress . . . Josiah Child to Adam 
Smith. The “capricious” shifting back and forth between men and doctrines 
makes difficulty in grasping the treatment as an organic unit; but it does make 
for readibility, and this is an outstanding merit of the book. 


Il 


Naming Adam Smith brings up another major problem. A history of economic 
thought, like any history (perhaps in an extreme degree) raises the issue of ob- 


+ “Laisser-faire’’ is of course a synonym for freedom, used in the economic conne ction 
That does not imply that it is the social ideal; but dealings in a fairly effective market 
(misealled ‘“‘competitive’’) are ‘‘free,’’ in a sense in which the most democratic political 
action cannot be; for at the utmost government is dictation to a minority by a “‘putative”’ 
majority. (And real democracy is farther from its theoretical ideal than is the real market 
or enterprise economic organization.) But the basic freedom is that of the mind, from which 
others follow rather as corollaries. I would refer the reader to two well-known books by 
J. B. Bury, History of Freedom of Thought, and The Idea of Progress, especially the earlier 
chapters in each. But everyone knows that Greece, and especially the Roman Empire, 
made a great advance over primitive society, notably in religious toleration, the half-way 
house toward freedom, and the issue around which the historical struggle later raged. 
But this was followed by a “‘relapse’’ to a level lower in basic respects than the primitive. 
Ecclesiastical Christianity is the persecuting religion of history; at least I know of a “holy 
inquisition’’ nowhere else. But the premises of the medieval system made this inevitable— 
given a culture in which men had intellectual interests to be repressed. Historically, the 
epoch of ecclesiastical authoritarianism was followed by one of political dictatorship, of 
absolutist states, hardly more “‘liberal,’’ except as international competition forced them 
to encourage both trade and science, as sources of ‘“‘the sinews of war.’’ It is these facts 
which make the two ‘“‘breaks,”’ leading to and following the Middle Ages, seem fundamenta! 
and JAS’s playing them down a point of serious disagreement. 
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jectivity versus “‘bias.’’ On this there is a vast literature, beginning in the early 
modern period and swelling in volume in the 19th century (The Rankeian School) 
and again in the last generation. But it is hard to find a clear issue. “Oi course”’ 
historical writing is variously conditioned by the author’s culture epoch, social 
class, etc., and his own personality. And “of course” any work getting serious 
attention is ‘more or less’’ objective and “true.”’ (This is the case with fiction, 
the most romantic, and all imaginative art.) In reading any history one must 
“‘interpret”’ in the light of a conception of the author’s purpose, which is never 
merely to state “facts.’’ On the score of bias, JAS is not much to be criticized, 
but there are traces of predilection, pro or con, and the attitude toward Adam 
Smith is a conspicuous example. In general, I am struck by his propensity for 
sweeping appraisal of men, as to “originality” and even natural gifts—not often 
as to moral qualities. It is not that I disagree so much with his judgments, where 
I feel at all competent to judge, which is exceptionally the case; and I should 
trust JAS as far as anyone in such matters. The point is that that is not very far; 
I do not think such appraisals have much weight, or much place in the history. 
And I am rather baffled as to what the judgments really are. Typical is sweeping 
laudation or ‘‘denigration” of a writer, more or less taken back by criticism, often 
sarcastic—or exactly the opposite. Smith and Ricardo are examples; the former 
is disparaged in general, praised in detail, while Ricardo is extravagantly praised 
for his “‘brilliance” and other merits. But this is largely punctured by such ob- 
servations as that a main position of his (on capital theory) is ‘‘naive”’ (p. 649) 
or that another (on profit) “lacks nothing save sense” adding that ‘the habit 
of applying [such trivial] results to.... practical problems we shall call the 
Ricardian Vice’ (p. 473). 

The treatment of Smith is especially striking. Incidentally, it is said of both 
(and truly enough) that their ‘‘success’’ was due to popularity of their treatment 
of current issues (i.e., not to their “economic analysis”’!). Smith rode to fame on 
a wave of change in the public attitude on laisser-faire (p. 176), and Ricardo, 
on monetary theory, ‘‘took the side that would have won out anyhow”’ (p. 473). 
Smith is probably named 200 times in the book, in almost every possible con- 
nection; at a guess there are scores of generally negative characterizations, es- 
pecially, emphatic denials of the least originality; and perhaps a dozen disparag- 
ing comparisons with other named luminaries, earlier and later. And for few of 
these is any specific documentation offered. For an example of “odorous com- 
parison,” in a rhetorical build-up of Sir William Petty (which I question in 
itself) we read of ‘‘the inspiring message, the suggestive program, which wilted 
in the wooden hands of the Scottish Professor’ (p. 212). And JAS goes on to 
scold Smith (nearly always “A. Smith’’) for expressing “not much faith in political 
arithmetic’’; but on looking up the text (cited by Book and chapter only) we find 
that what was undoubtedly meant was a reservation about the accuracy of some 
18th century statistics Smith was using. Smith’s success is imputed to his limita- 
tions—though JAS says it was “fully deserved”’: ‘Had he been more brilliant . . . . 
dug more deeply . . . . used more difficult and ingenious methods,” etc.—‘‘but he 
had no such ambitions .... he disliked whatever went beyond plain common 
sense .... never moved above the heads of even the dullest readers” (p. 185). 
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On plain common sense as a limitation, I should like to state the opinion that 
it covers most of what economic theory has to teach that is important, or even 
“sound.”’ Even the moral slant is not absent: ‘In criticism he was narrow and 
ungenerous” (p. 182). Finally, on this line—on Smith’s Essays, the comment is 
that “were it not for the undeniable fact, nobody would credit the author of the 
W. of N. with the power to write them”’ (loc. cit.). 

Historically more important is the dictum that Smith’s “philosophy of riches 
and of economic activity is there [in The Theory of Moral Sentiments] and not in 
the Wealth of Nations”’ (p. 182). Considering that the latter book appeared seven- 
teen years later, and all that is known of what went into it, this comparison 
with the earlier work on a different subject seems “‘strained,’’ to say the least. 
And we are told categorically that ‘the skeleton of Smith’s analysis comes from 
the scholastics and natural-law philosophers”’ (loc. cit.). This is one side of a very 
controversial issue; nothing can be proved, but it seems to me more reasonable 
to credit Smith with seeing the presumption that a relation (exchange) freely 
chosen by both parties is to the advantage of both. The reader who cares for 
more might look up the “nasty dig’ with which the Section ends, on page 194. 
Many statements and some comparisons favorable to Smith might be listed; but 
I must turn to some more general observations on the content and topical ar- 
rangement of Part II, recalling that it extends from the remotest beginnings 
(but chiefly Plato and Aristotle) to the end of the 18th century. 


IV 


First of all, it seems to me that if ancient Egypt, Babylonia and China merit 
even half a page, India should not pass without mention; and especially, that the 
Old Testament should get more than a short sentence. The Roman Law is con- 
sidered at length—properly enough; but surely the Hebrew law and thought also 
exerted great influence. It was a main force in Puritanism, a main chapter in the 
history of Liberalism in its main home, and also on a vital sector of Continental 
Protestantism. (Neither of these is indexed, and the first is not mentioned as 
I can recall—the second barely mentioned; and the same for the ‘‘Reformation”’ ; 
but my collation of texts is necessarily incomplete.) These seem to me important, 
especially because such ‘‘omissions’”’ might suggest a certain bias, without posi- 
tively “hunting’”’ for it—in which cultural and other geography might con- 
ceivably play some part. But one need not be brought up under Continental 
Catholicism to find that a Church, established and in power, with elaborate and 
ancient trimmings, is somehow more “‘respectable’’ than are dissident and always 
quarrelling sects. The economic position of the medieval Roman Church naturally 
comes under notice at various points. The tone of the treatment leans toward the 
apologetic. But this is “natural’’ for a historian, or even a social “scientist,” for 
explanation logically excludes appraisal (tous comprendre c’est tous pardonner). 
It is the fashion among historians with respect to ‘“‘mercantilism”’ also; und JAS 
exonerates that School from the confusion of money, or ‘‘treasure” with “wealth” 
(pp. 360-61), which seems to me to “take some doing.” 

On the paucity of discussion of ‘medievalism”’ or the epoch-marking changes 
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which bound it in time, I have already commented. (Again, the key words are 
not in the Index.) In the special connection of poor relief, there is a casual mention 
of “‘the breaking up of the medieval world” (p. 270), and no doubt others occur. 
The statement that beyond strictly religious or de fide matters “authority did 
not undertake to direct [the] thought [of the monks and friais!], nor did it pre- 
scribe results” (p. 76) seems contrary to what I believe to be common knowledge 
of the facts. I have noticed the word “inquisition” at two points—pp. 82 and 282, 
the last in a quotation in a footnote; it also is not indexed, and in general JAS 
avoids such unpleasant subjects. In my judgment—not based on much study of 
sources—he seriously underplays the role of the religious orders, whose relations 
to the Hierarchy seem hardly less important than those between the ecclesiactical 
and the political systems. 

The two most famous rather definitely “economic” doctrines in scholastic 
thought (hardly ‘“analytic’’?) are presumably those of “just price’ and of 
“usury.” Without going into detail the treatment here is brief, and its substance 
in both cases somewhat surprising (to one without pretensions to much first- 
hand scholarship in the field). The first is in a way tied in with analysis by hold- 
ing that the just price meant simply the normal competitive price. (On Aristotle, 
pp. 60f; on Aquinas, p. 98; on a rather fine distinction made by the late scholas- 
tics, p. 98.) The teaching (or preaching?) is related to “‘commutative justice”’ 
where I have supposed distributive justice more in point, Aquinas is said (con- 
ventionally enough) to have condemned interest because it was paid for the use 
of money, which is consumed in use; this “proved a conundrum for almost all 
his scholastic successors.”’ (Strange that Keynes is not mentioned here, when he 
is in so many other connections.) In general, no great change is recognized in the 
ideas about interest-taking, or the attitude toward it. A footnote (p. 102) states 
that “legislation on interest ... . is not of any great importance.’’ And presently 
we are told (p. 106) respecting the “great battle on interest supposed to have 
raged in the 16th and 17th centuries” that “so far as the history of economic 
analysis is concerned . .. . there was no battle. No analytic progress was made 
and no new analytic ideas on interest were proffered for a long time to come.” 
One may wonder, if there was no significant opposition, what occasioned the 
thundering of divines and action by church Councils—incidentally many cen- 
turies before the sixteenth. 

What seems important for the history of thought is that JAS passes up the 
opportunity to deal with the slow and late development of modern ideas (or 
common sense), especially of “analysis,” out of primitive moralistic “‘prejudices,”’ 
or to suggest the unconscious rationale of the changes, in relation to changes in 
social conditions. Primitive ideas were, necessarily, oriented to order, not to 
Freedom and Progress. But under primitive conditions the activities of the 
money-lender (even the merchant) can be profoundly disturbing, disastrous. 
And medieval society had powerful additional “reasons” in a theory of society 
centered on “salvation,” to be achieved through an orthodox creed and ritual, 
in the custody of a divinely commissioned absolute authority. What is important 
for analysis, in the period, is the nonsensical character of the writers’ reasoning. 
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(But publication of such “argument” may be justified, if the consequences of 
talking sense would be calamitous—supposing that they knew the difference.) 
These thinkers evidently failed to look-and-see the obvious and simp!e facts 
about market relations, and the loan transaction in particular. And the failure, 
and the nonsense, persisted for centuries, long after the practice began to change, 
and after the realities should have been impressed on any observing mind by the 
“evasions”’ of the usuary laws, of which we read in the literature. (But very 
little in the present book!) The most important of these, educationally, should 
have been the triple-contract and the sale of rent-charges. (Ali are discussed by 
W. J. Ashley, in his work mentioned by JAS in commendatory terms—p. 82, 
note.) The point is that there is no difference in principle, either for analysis or 
for morals, between the loan at interest and the purchase-and-sale at a price of 
any “‘rentable’’ good. For this involves a quantitative relation between a future 
income and its “present worth” (or that of its source), which is the meaning of 
a rate of “‘interest,’’ i.e., yield on “capital.’’ Add only that our world is such that 
such sources can be produced at will, in endless variety and unlimited amount, 
at a cost more or less accurately known, and we have all the essentials of capital- 
and-interest theory. In such a world and in a free market, all “contracts” are 
forms of partnership arrangement and any form can replace any other—ezcept 
that in free society one who wants “labor” must hire it, he cannot borrow 
“money” and buy the laborer. 

If the point for the history of economic analysis is as stated, the point for a 
reviewer of this history is that the author himself apparently does not see the 
same elementary facts. Nor, apparently, do most “economists” of today. What 
makes economic reviewing (and all criticism, and discussion) difficult is that 
writers and teachers of standing do not agree on the ABC’s of their subject, the 
definition of their “science” and its elementary concepts, and the statement of 
its first principles. This reviewer is well aware of the “presumption” in much of 
what he has to say, particularly on capital-and-interest theory. But one cannot 
appraise ideas without judging men—making ‘odorous comparisons.” For, in 
judging another one is implicitly judging oneself, and must leave it to the ‘gentle 
reader” to judge where the judgment falls. A reviewer must point out “errors”’ 
and try to find their roots, not for the sake of controversy but for the sake of 
“the cause,” of truth, in this case of education in economics—beginning with 
mutual education of the educators. I must give what may seem a disproportionate 
amount of space to capital-and-interest, because it has long seemed to me to be 
the pons asinorum of economic analysis, and its historical treatment a profound 
mystery. The root of the “fallacy” I find in the ancient and persistent but absurd 
notion that “labor produces all wealth,” or specifically “capital.”” This in turn ir 
a rationalization of the moralistic prejudice that work is the only rightful basis 
of a claim to consume scarce goods-and-services. The relation between producing 
and the right to consume is the main issue in “distributive justice,’ and under- 
lies, or overshadows, all economic thinking. But before going farther on the im- 
mediate topic, I must turn aside to consider the role of consumption in economic 
analysis, and its historical treatment. 
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v 


My next concern is with the end of economic activity. It is not with the 
“rumpus” stirred up by Keynes “and Co.” over the need that money be spent 
(for consumption or investment) as a requisite for maintaining production. (I 
cannot go into the problems of money and cycles, to which JAS devotes a large 
fraction of his book; in that field, I do not find much incentive to criticize—if the 
statement is worth recording.) What I have in mind is the great changes through 
history in the accepted views on the policy objective beyond analytic principles. 
(Of course I must again be brief and superficial.) The Greeks had their distinctive 
ideas of the good-life, and of the ideal society as its milieu. In the Middle Ages, 
the end was (ostensibly) the salvation of men’s souls, in accord with a revealed 
procedure. In the next great epoch, the end (in the relevant writings) was the 
aggrandizement of the emerging national states (Schmoller’s Staatenbildung), 
with wealth and economic policy in the role of means. Political Economy, out of 
which “economics” finally came, belongs to the century or so beginning with 
the Englightenment, the Age of Reason, and of Freedom and Progress. Its liter- 
ature is less science than propaganda for individual freedom in economic life; 
but it arose out of controversy over the policy of states—primarily in inter- 
national trade relations—and was long ambiguous as to whether freedom was 
for the sake of the individual or just a method of promoting state interests. Im- 
mediately in point here is this gradual transition from stateism to individualism, 
reversing the means-end relation between the two entities. This was practically 
complete in J. 8. Mill’s Principles published in 1848, almost simultaneously with 
the Marx-Engels Manifesto. 

The Physiocrats, perhaps the first unambiguous preachers of economic liberty 
(as a dogma, without significant analysis), were clearly nationalistic. Smith and 
Ricardo were ambiguous, the latter more explicitly physiocratic. The first sen- 
tence in the W. of N. points to consumption as the objective—‘‘the necessaries 
and conveniencies of life’’—and this is made unequivocal in Book IV (Cannan, 
v. II, p. 159; Mod. Lib. Ed., p. 624). But Smith just as unequivocally says in 
Book IT (Cannan I, p. 351; Mod. Lib. p. 352) that “the great object of the politi- 
cal economy [read economic policy?] of every country is to increase the riches 
and power of that country.” By “riches” he means essentially “income,” net 
of replacements, and excepting the earnings of ‘“‘superfluous’’ menial servants. 
In a general way this is identical with the physiocratic produit net and Ricardo’s 
“net product.” There is some difficulty in fitting into Smith’s treatment his 
important distinction between productive and unproductive labor. In brief, the 
former is “basic,’’ being that labor which reproduces the capital (‘‘stock,” “ad- 
vances’’) the workers consume—or more—and so provides for its perpetuation— 
or increase. But it is the unproductive labor that is really “important” for both 
Smith and Ricardo (Smith excepting menial service and Ricardo would doubtless 
agree). Smith usually puts the matter in terms of the amount of labor set in 
motion by a capital in different fields of use. Ricardo’s position is stated in his 
Principles, Chapter xxvi, especially the first few paragraphs. He measures na- 
tional advantages (or interest) by the product available “for taxes or for sav- 
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ings,” “‘the power of supporting fleets and armies, and all species of unproductive 
labor.” Textually, this includes only “rent and profits.”’ In rough accord with 
the different conditions under which he wrote, he adds profits to the agricultural 
rent of the Physiocrats. In a footnote, added in his third edition to meet a criti- 
cism of J. B. Say, he admits also that “what is usually allotted to labour under 
the name of wages is somewhat more than the absolutely necessary expenses of 
production,” leaving an excess as part of the net national produce. 

The details of all this analysis are largely nonsense, and JAS has that justifica- 
tion for his sarcastic treatment of the productive-unproductive-labor doctrine 
(pp. 628ff). However, there was very much method in their madness, which it 
seems is not discerned by him. They saw the serious fact that under free enter- 
prise, progress and all provision for the public needs and for the “higher life” — 
even for maintaining production itself—depends on the creation of a “‘surplus,”’ 
to be applied either through taxation and governmental expenditure (i.e., out- 
side of free enterprise) or else through a voluntary allocation by the individuals 
receiving more than necessary su'ssistence. This fact, generously read into his 
text, can make sense even out of J. 8. Mill’s absurd proposition that “the demand 
for commodities is not a demand for labour.” (The treatment of Mill, and of 
Marx, are among many items it is hard to pass over, but space limits require 
it; Marx’s “surplus value”’ is !argely identical with the net-produce or surplus de- 
scribed, though ideologically a world apart. In my opinion, Marx got most of his 
system by copying from Ricardo, and drawing the obvious ethical conclusions, 
which Ricardo did not—and the same is true of Henry George.) Anyhow, the 


great historical event in all this is that men generally had come (in the West) 
to believe in exalting the state, in culture and in progress, as ends, and had seen 
that they are dependent on an economic surplus—as is any good-life for the 
individual, to which objective their thoughts were rapidly turning. I now return 
to JAS’s views on the history of capital-and-interest theory. 


vi 


The great “error” in this part of the work is the endorsement—somewhat 
cautious here and there—of Béhm-Bawerk’s three famous grounds for the ex- 
istence of interest, at a rate measuring the market preference for present over 
future enjoyments of like kind and amount (abstracting from errors in foresight). 
All three are asily shown to be fallacious. The first ground—expecting to be better 
off in the future—seems as likely to exist and work in the opposite sense. Of the 
second, briefly described as ‘‘psychological foreshortening,”’ or “‘time-preference,”’ 
the same may be said; at least it cannot be maintained under strict conditions 
of ceteris paribus and rational behavior. It may well contain truth, for the human 
race, including children and savages, but can hardly be true of the type who make 
the loan market in modern life. There is no way to know! We do know that in 
that market a sensible person must equate a present value with a larger amount 
in the future, and by precisely the going interest premium, because he can get 
the second by giving up the first, through productive investment. (One must 
have “‘means’”’ either to lend or to borrow.) And it is idle to speculate as to what 
imaginary men would do in an imaginary world so different from this one as to 
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offer no opportunity for investment—for producing instrumentalities yielding 
over their useful life an excess of value over their cost, i.e., using existing produc- 
tive capacity to create additional productive capacity. 

This last sentence suggests Béhm’s third ground—the “technical superiority” 
of present over future goods; but does not give it any validity. It also ‘would 
be” valid under conditions radically different from those of reality—in a situation 
in which capital-goods existed and functioned only as “intermediate product” 
of non-capital agents, on the order of the classical “‘stock’’ or subsistence fund.‘ 
Not only is productive capacity defined and most simply measured by its net 
perpetual yield; in capitalistic society it is perpetual; once created it is not dis- 
invested (under anything like normal conditions). We can ignore the effects of 
any prospect of society as a whole going into liquidation, as we may ignore any 
prospect of the exhaustion of investment opportunity. (Pace JAS on this last, 
but cf. below.) Thus there is no determinate ‘“‘period’”’ between the making of 
any investment and any later consumption, either of the investment (capital) 
itself or of its yield; hence a lengthening of such a period (increasing round- 
aboutness) is not the way in which capital is productive. Moreover, the period 
idea makes sense only if capital is produced by non-capital, every investment be- 
ginning at zero and ending at zero through final consumption (the view of Béhm- 
Bawerk), which surely no one can think is ever the case. Analytically speaking, 
the truth is quite otherwise; capital is self-perpetuating, plus an excess yield, 
its “interest.” And new capital is produced jointly by all kinds of agencies in 
existence at the time. 

The fallacy in the notion of the exhaustibility of investment opportunity is 
also simple. Continued production of any one kind of income-source (or any 
limited group) would of course lead to diminishing returns, and as obviously, 
investment distributed freely over all possible kinds would not. Some fields, em- 
pirically defined, are indeed limited; but this cannot be asserted if we allow for 
substitutes, especially in connection with “new knowledge.” Here JAS and 
conventional theory ignore two essential facts. First, new knowledge is a form of 
capital and, like any form, creates a demand for other forms—i.e., for “capital’’ 
as usually but erroneously defined. Second, most investment does result in more 
or less new knowledge, and a great deal is made for that sole purpose. Since the 
result is either the solution of a problem or an “accident,” it is unpredictable, 
and hence so is any trend of the rate-of-yield in either direction. We do know that 
a downward trend, reflecting depletion of opportunity for discovery and inven- 
tion, would be contrary to historical experience thus far. No more need be said 
of JAS’s own “dynamic” theory of interest—of which he makes a good deal in 
his critique of Béhm (pp. 925ff., n. 15), though it would supplement not con- 
tradict the latter; it assumes a “natural” tendency of the rate to a zero level, 
unless offset by new inventions—“new knowledge.” 

As indicated, the root fallacy in the “roundaboutness” theory of interest is 


* JAS clearly means to endorse these conceptions—see pp. 469, 632n, 633, 636; he does 
note, at least twice—p. 561, n. 18, p. 637, n. 28—that capital creation also involves the 
services of “‘other capital goods”’ or “‘previous accumulation,’’ but does not recognize that 
even this ‘‘spoils the theory’’; and it is only a beginning. 
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the notion of a “triad” of productive factors or agents. Of course it is generally 
accepted and taught. After trying for years to understand “how they get that 
way,” and now to understand JAS’s defense of this view (esp. p. 557) and par- 
ticularly its supposed correspondence with a triad of income-forms, I must give 
up: “I pass.”” Minds must be built on different principles. To me it is simply a 
fact of common observation that all productive agents, as to the qualities which 
givel them their present value, are the product of past investment, of all 
kinds of agents then existing. Also that all (or with negligible exceptions) have 
to be maintained and ultimately replaced, in the same way. Hence in the very 
short run there are innumerable kinds; any simple classification will be for some 
special purpose and will not rest on strictly economic grounds. And just as ob- 
viously, in the ultimate long run there is only one factor—‘capital”—=since all 
forms are interconvertible through replacement. Capital is simply productive 
capacity viewed as a quantity, and its yield-rate is the net perpetual “rent” of 
any capital-good, divided by its cost, which is the consumable income (rate x 
duration) which could have been produced instead. This of course does not fully 
state the theory—nor my critique of the present History in this respect. But the 
discussion is already too long, as is the review as a whole. 


vil 


In conclusion, there are a great many important topics, both men and doc- 
trines, which have not been noticed, and I have little defence for the precise way 
in which I have used my allotment of space. I should have liked to compare this 
book with the author’s Epochen der Dogmengeschichte of 1918. (I find it a great 
improvement in content, apart from the fuller treatment.) Deserving of more 
comment is the vast labor of love, of the man and the cause, which have gone into 
the editing and publishing. I could have heaped encomiums on the work itself; 
its learning and deep wisdom have made at least one reader feel “small.” But 
the main function of a review is itself to contribute to ‘‘the cause,”’ and this it 
seems is done mainly by criticism. That exaggerates disagreement on the part 
of the writer, but picking out and listing points of agreement seems rather inane, 
and even more presumptious. Some comparison of this with other books of 
similar title might have been in order, but with my own limitations this would 
have been superficial and of little value. One point I have already commended 
and will mention again—the value of history of thought for illuminating the 
working of “the human mind”; and I may pick out a statement made by JAS in 
his main discussion of John Rae (the economist, not the biographer). It is to the 
effect that a man does not get recognition merely by doing excellent work, even 
when its excellence is publicly noticed by a high and widely read authority. And 
I would add that we know little of how traditions get established, while it seems 
clear that once established, a tradition does not get changed through calling at- 
tention to its absurdity, or that of factual assumptions on which it rests. Such 
things happen “‘when the time is ripe.” 





LOCATIONAL FACTORS INFLUENCING RECENT 
ALUMINUM EXPANSION* 


JOHN V. KRUTILLA 
Tennessee Valley Authority 


I, INTRODUCTION 


Over the past dozen years the aluminum industry has undergone phenomena 
growth in response to greatly increased civilian and defense demands. Despite 
the large scale expansion of aluminum capacity during World War II, a further 
expansion program was initiated following outbreak of the Korean hostilities. 
During 1951-52, location decisions were made for new capacity which would 
almost double the 1950 industry output. 

The economic, political and defense considerations involved in the location of 
crucial industrial capacity such as aluminum have varied greatly over time. 
During World War II, when time wasso valuable and the expansion of aluminum 
capacity was undertaken by the government, immediate availability of electric 
power regardless of cost was the primary locational consideration for new reduc- 
tion capacity. Long-run competitive costs were given little consideration. During 
the recent period, however, the expansion of capacity was privately financed and 
privately owned, and has been initiated under less pressing time considerations. 

An analysis of the recent location decisions in the aluminum industry, there- 
fore, should provide valuable insight both into the normal business considerations 
involved and into possible future patterns of expansion. For this recent period 
regional differentials in economic factors, i.e., production and transportation 
costs, will be considered along with the influence of government tax amortization 
policy and pattern of ownership of existing facilities. 

The aluminum industry involves three stages of processing: (1) the production 
of refined ore (alumina) from bauxite, (2) electrolytic reduction of refined ore to 
metallic aluminum, and (3) fabrication of aluminum products. The refining of 
ore from bauxite, aside from artificial barriers posed by tariffs, would ordinarily 
take place close to the source of raw materials in order to minimize transportation 
costs. Chemical refining of ore involves approximately a 50 per cent weight loss 
since two tons of bauxite are required per ton of refined ore. Reduction of refined 
ore to aluminum, however, is undertaken in low cost power areas because of the 
enormous quantities of electrical energy required (18,000 kwh per ton). Fabri- 
cation is performed near the market since metal in unfinished form moves at a 
lesser freight rate than fabricated metal. As a general rule these stages are found 
to be spatially separated. 

Because of substantial excess capacity in the refining and fabricating stages, 


* The views expressed are those of the author and should not be considered as represent- 
ing the views of the TVA. The author is, nevertheless, indebted to his colleagues on the 
TVA Government Relations and Economics Staff for their helpful criticism and suggestions 
relating to the presentation of the material. 
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expansion of the industry during the recent mobilization period was largely 
limited to reduction capacity. For the purpose of this paper, therefore, the geo- 
graphic distribution of fabricating and refining capacity will be taken as given 
witht attention focused on regional advantage for the location of reduction op- 
erations. 


fl. REGIONAL DIFFERENTIALS IN PRODUCTION COSTS 


The production of a ton of aluminum requires approximately 18,000 kilowatt 
hours of electric energy, two tons of refined ore, a half ton of carbon and approxi- 
mately sixteen manhours of labor, assuming modern production facilities. 

Power. Variation among regions and over time in availability and rates of 
power are extremely important in the location of reduction facilities because 
small differentials in power rates affect greatly production costs.' The once ample 
supply of low cost energy of the Niagara and St. Lawrence areas which once 
attracted aluminum has now been bid away by industria! demands better abie 
to pay higher power rates.’ As a result the aluminum industry has expanded in 
other regions—the Tennessee Valley during World War I and II, the Columbia 
Basin during World War II and the present mobilization period, and in the 
Texas-Gulf Coast area in the most recent period. 

Among the currently important low cost power areas, differences in energy 
costs are governed largely by the type of prime mover used, and in part by the 
size of the electric system. In the Tennessee Valley, energy can be obtained for 
about 4.15 mills per kilowatt hour for alternating current.’ The rate is possible 
despite the virtual exhaustion of undeveloped low-cost hydroelectric sites, be- 
cause of relatively inexpensive coal for thermal generation and the size of its 
ultimate wholesale market. The latter consideration permits steam generating 
units of immense size with attending scale economies. In the Columbia Basin, 
vast hydroelectric potential amenable to development as part of multipurpose 
projects has provided energy at 2 to 244 mills per kilowatt hour for alternating 
current.‘ 

The natural gas reserves of Texas and Louisiana during 1950-1951 provided 
fuel at approximately two-thirds the cost of solid fuels (per million Btu’s) in 
Appalachian and Ohio Valley coal fields. This afforded an alternative to hydro- 
electricity. The combination of low cost natural gas and use of the internal com- 
bustion engine permitted economic bulk generation of energy. These engines, 
representing relatively small units in contrast with economically scaled steam 
units, enable meeting energy requirements with smaller margins of reserve capac- 


‘Given aluminum priced at 18¢ per pound, a power rate of 5 mills per kwh results in 
power costs of 444¢ per pound, or a quarter of the selling price of aluminum. 

* While an increase of a mill in energy costs is of negligible consequence to the majority 
of manufacturing enterprises, it will affect the cost in aluminum production substantially, 
i.e., $18.00 per ton, or 5 per cent of selling price. 

* For industries with 97-100 per cent load factors. 

* For industries with 97-100 per cent load factors. 
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TABLE 1 
Estimates of Regional Power Costs 
($ Per Ton of Aluminum) 


Purchased Industry Generated Rectifica- 
(EE said _|tion*® (A.C.| Total Cost 
(AC) | Ges D.C.) | Steam (a.c.) | DC) | 


| 
Tennessee Valley | $74.70 | $13.50 | $88.20 
Texas Gulf Coast. ... | $72.00-78.30 $59.40-64.80 13.50 $72.00-78.30 
Pacific Northwest $36-45.00 13.50 $49.50-58.50 


* Except in the case of industry generated energy in internal combustion engines, energy 
is usually generated and transmitted in the form of alternating current which must be 
rectified before use in the electrolytic reduction of aluminum. 


ity. Thus low cost fuel and relatively low capital charges per unit generation have 
combined to provide direct current at rates of from 44.35 mills per kwh.* 

Central Texas has become important as a power region also due to newly 
developed techniques for carbonizing lignite at low temperatures. This new 
process provides an upgraded fue! plus saleable byproduct tar and light oils. The 
average long run cost of fuel remains tentative for several reasous.* However, 
fuel from charred lignite should be available at 1.00 to 1.25 mills per kilowatt 
hour. On this basis power costs will approximate 3.3 to 3.6 mills per kilowatt 
hour for alternating current from a plant operating at 90 per cent capacity 
factor.’ 

To sum up, power appears to have been available in the three regions at about 
the cost shown in Table 1. 

In terms of costs per ton of aluminum, power appeared to be about $30 to 
$39 higher in the Tennessee Valley than in the Columbia Basin and approxi- 
mately $10 to $16 higher than in the Gulf Coast area. 

Alumina. If bauxite for the domestic aluminum industry came predominantly 
from domestic sources, and these sources were localized in a relatively small area 
as in the past,’ the location of alumina plants at the second stage, refining, might 
be fixed at the source of the ore for all aluminum capacity. Delivered prices of 
refined ore to different regions, in this case, would differ by the difference in 
transport costs from refining plants to reduction mills. 

In practice a somewhat comparable situation does exist. Domestic deposits of 
high grade ore have been virtually exhausted; therefore, ore for the expanded 
capacity is being drawn predominantly from Dutch Guiana and Jamaica. A 
relatively high import duty on refined ore ($5 per ton) with only a nominal duty 
on bauxite ($0.50 per ton) has offset completely any economies of refining ore 


* See appendix II. 

* The cost of lignite is liable to increase over time and the by-product value of the tar 
and light oils has not been definitely determined in the market. 

7 See appendix III. 

* Saline and Pulaski Counties, Arkansas. 





276 JOHN V. KRUTILLA 


where it is mined.’ The refining plants as a result have been located at the port 
of entry where transshipment would normally occur. 

The Gulf Coast affords the most advantageous port of entry to serve all of the 
regions where aluminum reduction can be undertaken economically. Despite the 
greater distance which the refined ore must be transported overland to the North- 
west, a refining plant located in the Northwest would incur higher ocean freight 
rates and canal tolls on bauxite, higher labor costs and higher fuel and other raw 
material costs. These cost differentials largely over-compensate for any savings 
in transport costs on refined ore imported to the Northwest from Gulf Coast 
sources. Hence the Northwest, in common with the other regions, draws on Gulf 
Coast refining plants in preference to plants located, alternatively, at Puget 
Sound or Lower Columbia River ports. 

In the Tennessee Valley, delivered prices on refined ore'® were approximately 
$3.00 more than for Gulf Coast reduction operations and approximately $9.36 
less per ton aluminum than for Northwest reduction mills." 

Carbon. Of the physical materials used directly in aluminum production, car- 
bon is second only to refined ore, both in terms of bulk and the proportion of pro- 
duction costs its use occasions. Assuming use of the Soderberg electrode which has 


* Effective January 1, 1948, the duty on both alumina and bauxite was reduced with 
alumina dutiable at $5.00 per ton (previously $10.00 per ton) and bauxite at $0.50 per ton 
(previously $1.00 per ton). Until this revision the duty per ton of alumina exceeded the 
combined transport charges ($8.00 per ton) and duty ($1.00) on the additional ton of bauxite 
which could have been eliminated by refining ore at its source in Dutch Guiara. Occurrences 
of bauxite in Jamaica being developed for present and future use have reduced the distance 
bauxite must now be shipped to Gulf Coast ports by 60 per cent. This reduction has been 
adequate to offset the reduced duty on alumina, and the advantage for producing alumina 
domestically, rather than where it is mined, has remained. 

'® Based on a two-ton alumina requirement per ton of metallic aluminum. 


" See table following: 


Estimated Regional Delivered Costs of Alumina 


Aluminum Reduction Regions 

Ore Refining Region ‘ ae a 
| Tennessee Valley Texas-Gulf Coast Pacific Northwest 
’ — 


Production Costs | 
Northwest | $50.58 
Gulf Coast $44.00 $44.00 44.00 


Transportation Costa 
Northwest $3 .00* 
Gulf Coast r 9.19°* 





Total Delivered Price: | 
Northwest | | $53.58 
Gulf Coast $48 .50 $47 .00 53.18 


* Estimated representative regional rates based on Ex Parte 175b. 
** Ex Parte 175b, T.C. 1-B 
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come into increasing use in currently built facilities, approximately 1,100 pounds 
of carbon can be taken as the normal requirement per ton of aluminum. 

Calcined petroleum coke, used as the body materia! for the electrode, is avail- 
able from Chicago; Port Arthur, Texas; and Wilmington, California. The binding 
material, soft coal tar pitch, is obtained from Detroit; Fairfield and Woodward, 
Alabama; Ironton, Ohio; ‘St. Paul; and Carrolsville, Wisconsin. These materials 
were available at a uniform price, f.o.b. works: $25 per ton for exlcined petroleum 
coke, and $30 per ton for coal tar pitch. 

Regional differences in delivered prices will correspond to the differences in 
transportation costs on materials from the most advantageous source for each 
region. In the Tennessee Valley delivered prices on carbonaceous materials were 
approximately $0.75 more than for Gulf Coast reduction mills and approximately 
$2.48 less per ton than for Northwest operations.” 

Labor. Labor also is among the items of cost which exhibit regional differen- 
tials. Wage rates vary considerably among the three regions,"* and this variation 
is reflected in actual labor costs. Evidence suggests that manhour requirements 
would not differ significantly per unit output among regions for facilities of 
equivalent efficiency. It appears that labor performs its function largely geared 
to the rate at which materials flow through process, with little evidence that 
differences in output per manhour will accentuate or offset wage rate differentials 
in total labor costs. 

On the basis of wage rates secured from union agreements and number of em- 
ployees by job classification, weighted average hourly wage rates during 1951 
were obtained as follows: Tennessee Valley, $1.35; Texas area, $1.45; Northwest, 
$1.72. With modern facilities which require approximately 16 manhours per ton 
of aluminum, labor costs in the Tennessee Valley would have been approxi- 
mately $1.60 per ton less than in the Texas-Gulf Coast area and $5.92 per ton 
less than for the Northwest. 

Summary of Production Cost Differentials. In summary, each region has an ad- 
vantage in at least one of the cost components. The Northwest with a substantial 
advantage in the important power component has this advantage largely dissi- 


'? See table following: 


Estimated Regional Delivered Costs of Carbon 


| ! j 
| Tennessee Valley | Texas-Gulf Coast | Pacific Northwest 


Calcined Coke $13.80 $12.04 $13.98 
Soft Coal Tar Pitch 5.70 6.70 7.93 


Combined Delivered Price $19.50 $18.74 $21.98 


4 Joseph W. Bloch, ‘‘Regional Wage Differentials: 1907-1946,'’ Monthly Labor Review, 
Vol. 66, No. 4, April 1948, pp. 371-377. 

% For corroboration, see Paul Hayes, Jn the Matter of Aluminum Company and Inter- 
nationai Union of Aluminum Workers of America, Case No. 66, Report of Special Representa- 
tive, National Defense Mediation Board, dated August 27, 1941. 
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pated by higher transport costs on refined ore and carbonaceous materials. Labor 
costs are also substantially higher in the Northwest than those prevailing else- 
where. 

The Texas-Gulf Coast area, occupying an intermediate position in terms of 
power costs, enjoys a substantial advantage derived from its location near ore 
refining plants and sources of petroleum coke. It also experiences relatively low 
wage rates. 

The higher cost of power from incremental steam capacity in the Tennessee 
Valley alone is sufficient to overbalance its advantage in labor costs and nearness 
to sources of refined ore and carbon. 

Given a reasonable margin of error in the estimated production costs, there was 
insufficient difference between the Northwest and the Texas-Gulf Coast areas to 
warrant ranking one in favor of the other. Both regions appeared of approxi- 
mately equal advantage whereas costs in the Tennessee Valley ranged from 
$11.50 to $21 per ton in excess of mill costs in other areas.'* 


Ill. REGIONAL DIFFERENTIALS ON TRANSPORTATION OF METAL 


Regional advantage for producing aluminum depends also on regional variation 
in the cost of transporting primary aluminum to fabricating centers. Ascertaining 
regional transport cost differentials, however, is an inordinately complex problem. 
However, we approach the problem with the following three simplifications: 

1. The aluminum rolling facilities existing in 1950 will be taken as given. Since 
World War II constructed facilities represented considerable excess capacity, 
these together with the Aluminum Company of America’s postwar Davenport 
plant will in all probability suffice to handle the presently planned level of alumi- 
num production. 

2. Furthermore we assume: Regional transport advantage for rolled aluminum 
products provides a reasonably close approximation of regional advantage for the 
aggregate of primary aluminum products. Since perhaps as much as three-quarters 
of the primary aluminum destined for fabrication is shipped to rolling mills, this 
appears to be an acceptable assumption.'* 


* See table following: 


Estimated Regional Production Costa per Ton of Aluminum 


| 


Tennessee | Texas-Gulf Coast Pacific Northwest 


Valley 
Power $88.20 | $72.00- $78.90 | $49.50- $58.50 
Alumina 97.00 94.00 94.00 | 106.36 106.36 
Carbon 19.50 | 18.74 18.74 21.98 21.98 
Labor 21.60 23.20 2.20 | 27.52 27.52 


Total of Items Listed Above $226 .40 $207 .94-$214 .84 $205 .36-$214 .36 


'* During 1950, 50.4 per cent of all mil] shapes and forms were either sheet, plate or strip. 
About 35 per cent of the total was in the form of castings, ordinarily produced from scrap, 
a large part of which is generated as new scrap at rolling mills. 
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3. The ownership pattern of reduction and rolling facilities can be safely 
ignored. Since major rolling mills are a part of vertically integrated operations, 
this is not a realistic assumption when applied to individual firms’ location deci- 
sions. This assumption will be relaxed in the following section, however, where 
the effects of tax amortization policy on individual firms’ decisions are considered. 

Principal rolling mills are at Spokane, Washington; Davenport, Iowa; Chicago, 
Illinois; Louisville, Kentucky; Alcoa, Tennessee; Listerhill, Alabama; New 
Kensington, Pennsylvania; and Edgewater, New Jersey."’ 

Granted our assumptions and given the location of rolling mills, transport 
differentials will be the difference in the average freight rate at which pig alumi- 
num can move from each region to various rolling mills. The freight rates on 
finished metal from rolling mills to ultimate markets can be neglected, for they 
will apply uniformly to all metal irrespective of its initial region of origin. 

Treated in this manner, regional transportation differentials were in favor of 
the Tennessee Valley. Rates on Texas-Gulf Coast and Northwest movements of 
metal were respectively about $5.25 and $5.50 per ton greater than for the Ten- 
nessee Valley." 

However, the Tennessee Valley’s advantage in transportation was not suffi- 
cient to overcome its higher mill costs. Combined costs, production and transpor- 
tation, exceeded costs in competing regions by $6 to $16 per ton of aluminum. 

The Northwest and the Gulf-Coast areas, on the other hand, have approxi- 
mately the same transportation costs. In fact, given the margin of error in such 
estimates there was as little to choose between the regions in the matter of trans- 
portation advantage as there was in terms of production costs. 


IV. EFFECT OF TAX AMORTIZATION ON LOCATION DECISIONS 


The favorable position of the Northwest and the Texas-Gulf Coast areas was 
adequately recognized during the recent expansion program. Of the two favored 


'’ Markets for sheet aluminum are concentrated largely in the North Central (35.5 
per cent) and Middle Atlantic (20.6 per cent) States, with Pennsylvania, Ohio and Wiscon 
sin each consuming more than 10 per cent of the Nation’s total 

'® See table following: 

Estimated Regional Transport Costs of Pig Destined for Rolling Mills 


From 
To 


Tennessee Valley | Pacific Northwest | Texas-Gulf Coast 


| | 
Edgewater | $20.00 | $26.38 $25.00 
New Kensington 18.20 23.11 22.00 
Louisville 8.00 21.58 | 19.00 
Alcoa 5.00 23.11 18.00 
Chicago 19.20 17.44 | 17.50 
Davenport 19.40 17.44 16.00 
Sheffield | 5.00 21.58 | 18.80 
Spokane sal 19.84 7.00 19.84 


Average of Rates $14.33 $19.70 $19.62 
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regions, however, Texas and Louisiana received the preponderant share of the 
new capacity. With costs so closely balanced between the two regions, why did 
the Texas-Gulf Coast area receive a significantly larger share than the Northwest? 

Two reasons appear plausible: (1) Despite the Northwest’s enormous hydro 
potential, hydroelectric capacity has not been developed as rapidly as the alumi- 
num industry’s sharply increased demand. (2) A less conspicuous factor involves 
the differential regional advantage conferred by the government’s tax amortiza- 
tion policy. 

Under the Revenue Act of 1950 the aluminum industry, judged to be “defense 
supporting,”’ has been allowed accelerated amortization on 80-85 per cent of its 
new plant investment, including company owned power facilities. Assuming a 
uniform tax rate over the life of the facilities, rapid amortization represents a 
deferral of tax payments and as such is equivalent to an interest-free loan. For 
the aluminum industry the returns on this loan invested in the enterprise (assum- 
ing only 4-7 per cent returns before taxes) would have a present value equivalent 
to 11-15 per cent of the original cost of power facilities.’* An even greater mone- 
tary benefit will result if the excess profits tax is allowed to expire (December 31, 
1953) and the rumored compromise corporate tax rate of 50 per cent is enacted 
to replace the 82 per cent combined excess profits and corporate tax rates cur- 
rently in effect. Under such circumstances the present value of tax amortization 
benefits is equal to 21-25 per cent of the original power investment.”° 

In effect, this program confers an artificial advantage on regions where low 
cost fuel encourages industry owned power facilities since it reduces private cap- 
ital costs for such power generation. The result will approximate a 0.45 to 0.50 
mill per kilowatt hour reduction in power costs and represents a saving of from 
$8.00 to $9.00 per ton of aluminum. 

These computations have assumed that operations would continue to be 
profitable after the guaranteed defense market. However, should the market 
weaken and competition become intense, the domestic capacity in the Southwest, 
with industry owned power facilities, will have a decided advantage over North- 
west facilities. Having recovered 80-85 per cent of the investment in power 
facilities through rapid amortization, fixed charges on the remainder will be 
relatively slight. Power from such facilities, therefore, can be available at lower 
costs than power obtained under long-term contracts from Federal power 
agencies which do not participate in the tax amortization program. 

Tax amortization considerations doubtless influenced location decisions in- 
volving the industry’s expansion program. It is suggested that the Kaiser Alu- 
minum Company’s Port Chalmette, Louisiana, location was justified from that 
firm’s point of view because of the unequal regional benefits accruing from tax 
amortization. The Port Chalmette capacity far exceeds the requirements of 
Kaiser’s newly acquired rod and wire facilities in Ohio. The bulk of this metal, 
therefore, will have to be shipped for rolling to Spokane at freight charges exceed- 
ing $19.00 per ton. This transport charge compares with a handling charge of 


'* See appendix IV, case I. - 
*° See appendix IV, case II. 
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TABLE 2 


Estimated Differential Effects of Rapid Amortization on Spokane and 
Port Chalmette Locations 


Normal Depreciation Accelerated Depreciation 
| Chalmette 


Spokane Chalmette 


Mill Coste 
Alumina* $106.36 | $89.50 | $106.36 
Power 58.50 | 74.40|  56.24f-50.76f | .70t-48.92t 
Carbon | 23.41) 18.60 23.41 ; 
Labor. | 27.58 | 23.20] 27.58 





Total of items listed $216.50 | $206.00 | $213.59-208.11 | $198.00-180.22 


Transportation to Rolling Mill 0.65 19.84 0.65 0.65 | 19.84 


Combined Costs $217.15 | $225.84 | $214.24-208.76 





Unit Differentials 
Favor of Spokane $8.69 
Favor of Chalmette $8.70 to —$3.60 





* The alumina differential for the two locations consists solely of the difference between 
rail movements from Baton Rouge to Spokane ($9.18 per ton alumina) and barge rates from 
Baton Rouge to Port Chalmette ($0.75 per ton). 

t Assumes operations following period of Government guaranteed market will be 
profitable. Fixed costs will apply to an investment level reduced by an amount equivalent 
to the value represented by tax amortization allowances. At Spokane, reduced fixed 
charges on rectifiers only would influence the cost of power whereas reduced fixed charges 
on the total of power facilities would affect power costs at Port Chalmette. 

t Assumes competition will force reduction of power rates from industry owned facilities 
to cover only variable costs and fixed charges on the remaining 20 per cent of undepreciated 
investment in facilities. In the Northwest, all costs are variable excepting the relatively 
smal! fixed charges on investment in rectifiers. 


approximately $0.65 per ton on metal from Kaiser’s Spokane reduction plant. 
Estimated costs of production and transportation on metal to fabricating facili- 
ties strongly suggest that the Louisiana location, given the geographic distribu- 
tion of Kaiser’s facilities, is competitive largely because of the benefits derived 
from rapid amortization. 

Vv. FUTURE OUTLOOK 


The outlook for location of future aluminum capacity involves many impon- 
derables which ultimately will govern the selection of sites for additional ca- 
pacity. If the projections of the President’s Materials Policy Commission are rea- 
sonably accurate, it would appear that currently built facilities will suffice for a 
number of years without further additions, barring all-out war. In the meanwhile, if 
the price of natural gas continues to rise as rapidly as it has during the recent 
past, it is quite unlikely that the natural gas regions of the Southwest would 
support additional capacity economically, using the type of thermal generation 
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which has characterized the recent expansion. The efforts of Alcoa to develop a 
commercially feasible substitute involving processed lignite attest to the improb- 
ability of the further use of natural gas for bulk generation of power in internal 
combustion engines. 

Lignite char might prove to be an economical substitute. If it does, however, 
the field will be open to numerous imitators. The cost of lignite, abundantly 
available but not at uniformly low cost, might increase with wider use, while the 
price of tar and light oils might be adversely affected as the increased quantities 
of these by-products reach the market. Much will depend on the elasticity and the 
growth of the derived demand for these by-products. Potentially subject to higher 
cost of lignite and lower prices on tar and light oils, the cost of power from this 
thermal source too may tend upward. With costs so evenly balanced between the 
Northwest and the Texas-Gulf Coast regions, it appears that in the absence of 
some financial incentive, rising fuel costs could easily price the Texas-Gulf Coast 
area out of the regional competition for future aluminum capacity. 

In the Tennessee Valley every effort is being made to obtain required appropri- 
ations for constructing new capacity consistent with anticipated load growth. 
However, if the rise in cost of power in the Southwest were to make the Tennessee 
Valley economically competitive again, it is not certain that adequate funds will 
have been appropriated to provide capacity for such large loads. The prospects 
for expanding aluminum in the Tennessee Valley, therefore, remain dubious. 

In the Northwest there remains a large reservoir of undeveloped low cost 
hydroelectricity. However, the nature of the recently negotiated contract be- 
tween Bonneville Power Administration and Portland General Electric Company 
suggests that the effect of the new government policy will be to preclude further 
expansion of aluminum in the region. The new Department of Interior policy 
provides that all but 70,000 kilowatts of uncommitted power from existing facili- 
ties and capacity now under construction will be made available to utilities. 
Large industrial consumers will not be able to obtain energy even from utilities 
as the latter will not be at liberty to serve loads in excess of 10,000 kilowatts. 
Furthermore, the Bonneville Administration has agreed not to include large 
industrial loads in the estimate of public agencies. This indicates that develop- 
ment of multi-purpose hydro projects will be restricted to a schedule explicitly 
excluding energy requirements of electroprocess industries. Under such circum- 
stances the prospect for further growth of aluminum capacity in the Northwest 
is not very promising. In fact, under present circumstances, there is good reason 
to suspect that the aluminum industry will not be able to rely on the public 
power sector in any region for its energy requirements as it has in the past. 

Other opportunities for low cost power outside the continental United States 
suggest alternatives. Possibilities exist for development of low cost power in 
Alaska and Venezuela. For the aluminum industry to take advantage of foreign 
sources of low cost energy, however, an adjustment in the tariff on aluminum 
would be required. Were this to occur, itis reasonable toassume that a substantial 
portion of our domestic requirements could then be supplied from low-cost 
Canadian capacity. This, in fact, suggests an economic alternative to further 
expansion of domestic capacity. 
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Where does this leave us regarding future expansion of domestic capacity? It 
appears that the domestic aluminum requirement, once it exceeds present domes- 
tic capacity, will be supplied from sources largely governed by what course fu- 
ture government policy will take regarding (1) incentives to industry for develop- 
ing industry owned power sources, (2) public power developments where vast 
hydroelectric potentials exist and/or (3) the tariff question, especially as it relates 
to the duties on aluminum. This array of imponderables is formidable; I 
trust you will excuse me from computing the compound probabilities. 


APPENDIX I 


Estimated Cost of Producing Alumina (400,000 Tons per Year Plant) 





Cost per Ton Alumina 
Item canlemeiy 
Northwest Gulf Coast 


Bauxite $25.90 
Soda Ash 3.05 1.63 
Lime 67 0.67 
Starch : 0.23 


Fuel for calcining 0.48 
Steam 2.4 1.61 
Power 0.60 


Repair and Maintenance Material 9: 0.93 
Operating Supplies 0.67 


Executive Staff 4 0.57 
Office Personnel : 0.42 
Technical and Laboratory Staff : 0.21 
Maintenance and Repair Labor f 0.98 
Operating Labor. . 2.65 2.17 


Social Security and Insurance 0.15 
Plant Insurance i 0.69 
Taxes, State and Local f 0.69 


Deprecitation d | 3.14 
Interest 


Working Capital 
Invested Capital 


Miscellaneous 0.22 


Unit Cost : $44.00 


Unit Differential in Favor of Gulf Coast $6.56 





Estimates based on raw material costs, freight rates and construction costs obtaining 
during last half 1951-first half 1952. 
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APPENDIX I 
Estimated Coet of Producing Power at Gas Engine Gulf Coast Plant 


Installed Generating Capacity: kilowatts 220 ,050 
Net Generation: kilowatt years 200 ,000 
Plant Factor 90% 


Coat of Plant $38 , 540 ,000 
Cost per kw 174.50 


Production Expenses Annual! Expense Mills per kwh 


Operating labor supervision and engineering $224 , 256 0.128 
Lub. oil and miscellaneous supplies 245, 280 0.140 
Maintenance (labor, materials and expenses) 579,912 0.331 
Subtotal $1,049, 448 0.599 
Fuel 2,365,200 1.350 
Fixed Charges: 10 per cent of Investment 3,857,500 2.199 (1.74-1.65)* 


Total Cost of Generation $7 , 272,148 4.148 


Fuel 
Cost per thousand cubic feet 11 .25¢ 
Btu's per cubic foot 1,000 
Avg. Btu's per kwh net generation 12,000 





* Applying the discounted value (at 4 per cent and 7 per cent) of monetary benefits 
from rapid amortization (21 per cent-25 per cent of original cost of facilities). See also 
Appendix IV. 


APPENDIX III 
TABLE 1 


Estimated Cost of Processed Lignite for a 375,000 kw Power Plant Operating at 100 Per Cent 
Plant Factor 


$1.00 per Ton $1.50 per Ton 


Raw lignite, 3,581,970 tons at $1.00 and $1.50 per ton . | $3,581,970 $5,372,955 





Operating Expenses: 
Water and power 222,450 
Supplies 45,900 
Alloy replacements 90 ,000 
Maintenance at 3 per cent of investment 292 , 500 
Operating labor 496 ,000 
Burden (at 25 per cent of direct labor costs) 124,250 


Subtotal a $1,272,000 


Management at 5 per cent of operating expenses 63 ,600 
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TABLE 1—continued 


| $1.00 per Ton $1.90 per Ton 
Fixed Charges: | 
Depreciation 9,750,000 at 5 per cent 487 , 500 
Interest 9,750,000 at 3 per cent 292, 500 
Plant Insurance 9,750,000 at 1 per cent 97 ,000 
State and Local Taxes 9,750,000 at 1 per cent 97 ,000 


Subtotal $974,000 


Contingencies at 5 per cent of total production ex- 
penses 294, 578 


Total Production Costs $6, 186,148 


Cost per ton of raw lignite $1.727 
Jost per ton of char (2.25 < cost per ton raw 

lignite) $3.89 
Credit: 31 gallons tar per ton char at 8 cents per 

gallon $2.48 


Net cost of char per ton $1.41 


Cost per million Btu’s (18,680 million Btu’s per 
ton) 7.5¢ 


TABLE 2 
Estimated Cost of Power from Lignite Fired Steam Generating Plant 


$150 


Investment per kw 
90% 


Plant Factor 
Mills per kwh 


Production Expenses: 
Operating labor supervision and engineering | 0.18 
Water... 0.02 
Operating supplies and expenses 0.03 
Maintenance (labor, materials and expenses) 0.20 


Subtotal 
en a 
Fixed Charges: 10 per cent of Investment (mills per | 
kwh) 
Nil 








At $1.00 per Ton | At $1.50 per Ton 
(mills per kwh) | (mills per kwh) 


Fuel 
Raw lignite 
Tar credit per gallon at 7¢ 
Tar credit per gallon at 8¢ 
Tar credit per gallon at 9¢ 
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TABLE 2—continued 


Total Cost of Alternating Current (mills per kwh) 2.86°-3.72°* 
Rectification (mills per kwh) 0.75 
Total Cost of Direct Current Delivered to the Pot 

Lines (mille per kwh) 3.63-4.47 


* Assumes lignite at $1.00 per ton, tar credit at 9 cents per gallon. 
** Assumes lignite at $1.50 per ton, tar credit at 7 cents per gallon. 


APPENDIX IV 
The Calculation of Monetary Benefits from Accelerated Amortization 
Case I 
Corporate Tax Rate Constant Throughout Life of Facilities 
Use of a tax amortization certificate results in a reduction in tax payments 
during the period over which accelerated amortization is allowed and an increase 
in tax payments during the period extending from the end of the accelerated 
write-off period until the end of the normal depreciation period. These tax effects 
can be expressed symbolically. 
The annual savings in tax payments under accelerated amortization can be 
expressed as follows: 
D=tI1I/e—I/n (1) 
L=kD (2) 


the amount of investment on which accelerated amortization is al- 
lowed 
number of years permitted to fully depreciate under accelerated 
amortization 
number of years permitted to fully depreciate under normal amortiza- 
tion 
the annual difference in amount deductible from gross earnings for 
tax purposes under accelerated amortization from year 1 through e 
. the corporate tax rate 
L = the annual savings in tax payments under accelerated amortization 
from year | through e , 


The annual increase in tax payments following the period of accelerated 
amortization can be expressed as follows: 


D’ =0-—I1/n (3) 


L’ = kD’ (4) 
Where 


D’ = the annual difference in amount deductible from gross earnings for 
tax purposes under accelerated amortization from year e + 1 ton 

L’ = the annual loss due to increased tax payments under accelerated 
amortization from year e + 1 ton 
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On condition that annual earnings (before depreciation and taxes) from year - 
1 through e are equal to or greater than 1/e of the firm’s investment in facilities 
allowed accelerated amortization, the full amount of savings in annual tax pay- 
ments (L) will be realized. The sum of these annual savings (over the first ¢ 


years) invested at r per cent will be “(1 + r)* — 1], while att + r)* — 1] 


{1 + r]*-* represents the accumulation over the first e years invested at r per 
cent from year e + 1 to n. The second term in the expression below: 


a +1)'°- if + | “+ 4a bite. YAN \} 


represents the negative accumulation due to the increased tax payments follow- 
ing the period of accelerated amortization, and 


LI + r)* — fl + rl” + (L(+ 9)” — 1} 
, or) i 6) 





which represents the present value of the accumulated annual benefits from ac- 
celerated amortization. 

In the text e(= 5) and k( = 0.52) were based on provisions in the Revenue Act 
of 1950 while n(= 25) was based on Bulletin “F’’, Income Tax Depreciation and 
Obsolescence Estimated Useful Lives and Depreciation Rates, U. 8. Treasury De- 
partment—Bureau of Internal Revenue. The rate of return r(= 0.04-0.07) was 
assumed, as indicated in the text, while and amount allowed for rapid write off 


was taken as 80-85 per cent of the investment in facilities as allowed for the 
aluminum industry. 


Case II 
Expiration of Excess Profits Tax and Reduction of Corporate Tax Rate 


A change in the tax rate during the life of the facilities will affect the monetary 
benefits accruing from accelerated amortization. If the tax rate following the 
period of rapid amortization is below the rate which obtained during (any part 
of) the period of accelerated amortization, the benefits are increased. The change 
in the tax rate can be incorporated into the mathematical expression of Case I 
in the following manner. 

The annual savings in tax payments under accelerated amortization can be 


expressed as follows: 
lL, = aD (6) 
lL, = bD (7) 
Where 
D is defined as in (1) 
a = the combined excess profits and increased corporate tax rates as- 
sumed to obtain over a period of c years 
b = the corporate tax rate from yearc + 1 ton 
L, = the annual savings in tax payments under accelerated amortization 
from year | through ¢ 
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L, = the annual savings in tax payments under accelerated amortization 
from year c + 1 through e 


The annual increase in tax payments following the period of accelerated 
amortization can be expressed below: 


L’ = bD’ (8) 
Where 


D’ is defined as in (3) and b as in (7) 
L’ = the annual loss due to increased tax payments under accelerated 
amortization from year e + 1 ton 


On the condition that annual gross earnings (before depreciation and taxes) 
from new facilities are equal to or greater than 1/e of the amount of investment 
allowed accelerated depreciation, and no reduction in rate of return is experienced 
on previously operated facilities—or, the excess of returns over “normal” (as 
defined in the Revenue Act of 1950) before depreciation on both previously oper- 
ated and newly certified facilities is equal to or greater than 1/e of the amount 
allowed for rapid depreciation, the full amount of savings in annual tax payments 
(L,) will be realized during the period over which the excess profits tax obtains 
(years 1 through c). Similarly the full amount of savings (Z,) will be realized 
from years c + 1 through e, but at a reduced rate by virtue of the reduction in 
tax rates. Increased tax payments following year e will diminish the rate of ac- 
cumulation (and perhaps the absolute amount accumulated given a negligible 
rate of return). By extension of the reasoning in Case I, the present value of the 
accumulated annual benefits from accelerated amortization can be written as 
follows: 


LAC + 7) — 1 + + LAG + 9 = yt + 
Pa | is (9) 


In the text c(= 3) and a(= 0.82) were based on provisions in the Revenue 
Act of 1950, while b(= 0.50) was assumed to be the revised corporate tax rate 
following expiration of the Revenue Act of 1950. Other elements of the problem 
are assumed to be identical with Case I. 
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State income tax collection data are useful in studying several aspects of this 
increasingly important source of tax revenue. This report attempts to shed some 
light upon selected aspects of the tax including comparative fiscal importance, 
comparative average tax loads, elasticity, and stability. In the absence of data 
necessary for reasonably reliable conclusions about some of the selected aspects, 
the inferences are perforce tentative; however, the methodology may prove 
helpful. 


COMPARATIVE FISCAL IMPORTANCE 


Perhaps the most widely used procedure for ascertaining by states the fiscal 
importance of income taxes involves comparison of income tax collections with 
total state tax collections. Inasmuch as the proportion of taxes collected by and 
shared with other governmental units varies widely among states, the relative 
importance of income taxes may better be ascertained by comparing income tax 
collections with total state and local tax collections. Estimates of local tax col- 
lections prepared by the University of Kentucky Bureau of Business Research! 
serve as the basis for such a comparison. State income taxes as a percentage of 
estimated total state and local tax revenue, for the years local estimates are 
available, as displayed in Table 1, indicate the fiscal importance of general indi- 
vidual income taxes by states. 

For the selected period individual income tax collections were relatively highest 
in Delaware, Oregon, and Wisconsin. Individual income taxes were relatively 
least significant in New Mexico, Arkansas, and Mississippi. A similar comparison 
of corporation income taxes with total state and local tax collections, as indicated 
by Table 2, reveals that North Carolina, South Carolina, and Wisconsin rely 
quite heavily upon corporation income taxes. Corporation income taxes were 
comparatively less important in Iowa, Kansas, and North Dakota than in other 
states. In reporting, several states fail to segregate individual and corporation 
income taxes, thereby reducing the validity of a separate comparison for each 
tax. Combining the individual with the corporate tax data avoids this discrep- 
ancy. However, the combination introduces another discrepancy inasmuch as 
some states impose either an individual or corporation tax but not both. 

As revealed in Table 3, Oregon, South Carolina, North Carolina, and Idaho, 
in that order, received in 1949 the largest percentages of total state and local tax 
revenues from individual and corporation income taxes. Income taxes of Tennes- 


* This article was submitted February 15, 1954. 

' Kentucky Legislative Research Commission, Tazation: The State and Local Burden, A 
Report to the Committee on Functions and Resources of State Government, Research 
Publication No. 16 (Frankfort: Legislative Research Commission, 1951) p. B-1. 
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TABLE 1 
Individual Income Taz Collections as a Percentage of State and Local Tazes, by States 1942, 
and 1945 through 1949 


1945 1946 





E 
z 


State 

Metaiae 
Arizona* 
Arkansas .. 
California 
Colorado*. . 
Delaware. . 
Georgia* 
Idaho*...... 
Iowa* 
Kansas*.. 
Kentucky* 
Louisiana* 
Maryland... 
Massachusette* 
Minnesota* 
Mississippi 
Missouri*. . 
Montana* 
New Mexico* 
New York 
North Carolina 
North Dakota* 
Oklahoma* 
Oregon* 
South Carolina 
Utah*.. 
Vermont 
Virginia 
Wisconsin‘ 

Median 


Sources: Computed from United States Department of Commeree, Bureau of the ¢ Census, 
State Finances 1942, 1945, and 1946; Compendium of State Government Finances 1947 through 
1949; and Legislative Research Commission (Kentucky), Tazation: The State and Local 
Burden, A Report to the Committee on Functions and Resources of State Government, 
Research Publication No. 16 (Frankfort: Legislative Research Commission, 1951), p. B-1. 

* Allows a deduction for federal income taxes. 

» Segregation of individual and corporation income tax collections is unavailable. 

* Allows a deduction for federal income taxes limited to 3 per cent. 
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see, New Mexico, lowa, Louisiana, and Missouri, in that order, produced the 
smallest percentages of state and local tax revenues. The ratios bear out the gen- 
eralization that most states that intensively employed the income tax disallowed 
a deduction for federal income taxes.*? The median percentages amounted to 6.0 


* See Francis John Shannon, ‘‘Kentucky’s Recent Income Tax Experience,’’ The South- 
ern Economic Journal, XVI (April 1950), pp. 471-475; John Chalmers, The New York State 
Personal Income Taz, Special Report of the State Tax Commission, No. 16, 1948, pp. 56 ff.; 
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TABLE 2 


Corporation Income Tax Collections as a Percentage of State and Local Taxes, by States 1942, 
and 1945 through 1949 





: 








Alabama* 
Arizona* 
Arkansas 
California 
Colorado* 
Connecticut 
Georgia* 
Idaho* 
Iowa’. . 
Kansas* 
Kentucky* 
Louisiana* 
Maryland 
Massachusetts* 
Minnesota* 
Mississippi 
Missouri* 
Montana* 
New Mexico* 
New York. 
North Carolina 
North Dakota* 
Oklahoma*. . 
Oregon* 
Pennsylvania* 
Rhode Island* 
South Carolina 
Tennessee* 
Utah* 
Vermont 
Virginia 
Wisconsin* 

Median 

Sources: See Table 1. 

* Allows a deduction for federal income taxes. 

» Segregation of individual and corporation income tax collection is unavailable. 

* Allows a deduction for federal income taxes limited to 10 per cent. 

4 Tax includes that based on income of banks and trust companies only; corporation 
excise and surtaxes, measured in part by net income and in part by corporate excess, are 
not included. 
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per cent in 1942 and increased to 9.6 per cent in 1949 indicating increased reliance 
upon this source of tax revenue. 





and Charles R. Lockyer and James W. Martin, ‘Some Kentucky Income Tax Discrimina- 
tions,’’ Kentucky Law Journal, XXXIX (May 1951), pp. 377-391 for discussions regarding 
distortions resulting from the deduction for federal income taxes. 
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TABLE 3 


Individual and Corporation Income Taz Collections as a Percentage of State and Local Tazes, 
by States, 1942 and 1945 through 1949 





State 1902 | 1985 





| 





Alabama*...... 
Arizona‘... 
Arkansas .. 
California 
Colorado’. . 
Connecticut* 
Delaware® 
Georgia® 
Idaho* 
Iowa® 
Kansas*. 
Kentucky* 
Louisiana’... 
Maryland. . 
Massachusetta* 
Minnesota‘ 
Mississippi 
Missouri* 
Montana‘ 
New Mexico* 
New York 
North Carolina 
North Dakota‘ 
Oklahoma* 
Oregon‘ 
Pennsy!vania* 
Rhode Island* 
South Carolina 
Tennessee*** 
Utah* 
Vermont 
Virginia .. 
Wisconsin* 
Median 


Sources: See Table 1. 

* Imposes a corporation income tax only. 

» Imposes an individual income tax only. 

* Allows a deduction for federal income taxes. 

4 Includes partial individual income tax revenue. 

* Allows a deduction for federal income taxes limited to 3 per cent for individuals and 
10 per cent for corporations. 
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COMPARATIVE AVERAGE TAX LOADS 


Per capita individual income tax collections in 1952 ranged from $2.17 in 
Arkansas to $27.49 in Oregon. The relationship between such per capita collec- 
tions and per capita income payments constitutes a more refined indication of 
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comparative tax loads. In computing such percentages, shown in Table 4, in all 
states except Oregon and Vermont, income tax revenues are related to income 
payments of the preceding calendar year which generally corresponds with the 
tax base. Per capita income tax collections as a percentage of per capita income 
payments ranged in 1952 from 0.24 per cent in Arkansas and New Mexico to 
1.59 per cent in Oregon; the all-state median was 0.57 per cent. 

Corporation income tax collections related to income payments to individuals 
as an indication of tax load is seriously limited inasrauch as only that portion of 
corporate income distributed to individuals is directly included in income pay- 
ments to individuals. The multistate nature of corporate activities, location of 
shareholders, and location of customers (if tax is shifted) are also important 
limiting factors of such a comparison. Notwithstanding these distinct limitations, 
such comparisons may be of value. The relationship between per capita individual 
and corporation income tax collections and income payments includes those states 
that fail to segregate individual and corporation income tax collections for reve- 
nue reporting. On ‘he basis of this comparison, Oregon, Wisconsin, and Vermont 
imposed the greatest relative income tax load. In these states per capita collec- 
tions amounted to at least 2 per cent of corresponding per capita income pay- 
ments compared with an all-state median of 0.90 per cent. Income tax loads were 
lowest in Tennessee (which imposes no general personal tax), Missouri, and New 
Mexico. 

Per capita income tax collections as a percentage of the all-state median may 
be related to similar percentages of income payments to individuals. This rela- 
tionship between per capita income tax collections and per capita income pay- 
ments based on a three year period may be called an index of income tax load. 
In Table 5 are indexes of state income tax loads based on 1950 to 1952 income tax 
collections and 1949 to 1951 income payments. The total three year per capita 
income tax collections ranged from $11.96 in Tennessee to $105.89 in Oregon. 
The 33 state median was $34.26. The three year per capita income payments 
ranged from $2,114 in Mississippi to $5,815 in Delaware, the all-state median was 
$3,908. Mississippi collected 54.8 pre cent of the all-state median income tax 
collection and received 54.1 per cent of the all-state median per capita income 
payments. The Mississippi index of income tax load was 101.3. Maryland col- 
lected 121.0 per cent of the all-state median per capita income tax, per capita 
income payments amounted to 119.4 per cent of the all-state median, the 101.3 
index of income tax load was equal to the median. Oregon collected 309.1 per 
cent of the median tax collections and received 125.9 per cent of the median in- 
come payments. The extremely high income tax collections exceeded the rela- 
tively high income payments and resulted in the highest index of tax load of 
245.5. New Mexico collected only 41.6 per cent of the all-state median per capita 
income tax and enjoyed 89.7 per cent of the median income payment. The slightly 
less than average income payment exceeded the very low relative per capita 
income tax collections in New Mexico to produce the lowest index of income tax 


load, 46.4. 
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TABLE 4 


1962 Per Capita Income Tazes as a: Percentage of 1961 Per Capita Income Payments and 
Ranke, by States 


Individual Tax | Individual! and Corporation Taxes 


Percentage | Rank Percentage | 


Alabama. ..... a 0.59 | 
Arizona... 0.43 | 0.98 | 
Arkansas...... 0.2 , 0.73 
California 0.43 1.00 
Colorado 0.66 0.95 
Connecticut b | 
Delaware 0.64° 
Georgia | 0.41 
Idaho 0.83 
lowa 0.49 
Kansas 0.39 
Kentucky 0.59 
Louisiana . 
Maryland 0.54 
Massachusetts 0.91 
Minnesota 1.03 
Mississippi 0.31 
Missouri . 
Montana 0.52 
New Mexico 0.24 
New York 0.99 
North Carolina 0.85 
North Dakota.. | 0.49 
Oklahoma 0.36 
Oregon de 1.594 
Pennsylvania. .. b 
b 

South Carolina. . | 0.57 
Tennessee b 
Utah 0.72 
Vermont 1.41 
Virginia 0.57 
Wisconsin 1.01 

Median 0.57 


Sources: Computed from United States Department of Commerce, Bureau of the Cen- 
sus, Compendium of State Government Finances in 1952 (1953), Table 3, p. 9 and Office of 
Business Economics, Survey of Current Business (August, 1953), Table 5, p. 13. 

* Segregation of individual income tax is unavailable. 

» Imposes corporation tax only. 

* Imposes individua! tax only. 

4 In view of current collection program for individual tax, 1952 per capita income is 


used. 
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TABLE 5 
Indexis of Income Taz Load, by States, 1950 to 1952 


(1) (2) (3) (4) 
Index 








67.5 
103.3 
P é 88.1 
California é 104.8 
Colorado. . 7 : 113.3 
Connecticut : \ 55.4 
Delaware | 
Georgia 
Idaho 

Iowa 

Kansas 
Kentucky 
Louisiana. . 
Maryland..... ; 
Massachusetts " 122.2 
Minnesota . 104.1 
Mississippi j 54.1 
Miseouri...... R 107.6 
Montana. . 119.4 
New Mexico ‘ 89.7 


New York " 143.6 
North Carolina ; 72.6 
North Dakota a 98.0 





Oklahoma : 85.4 
Oregon* ’ 125.9 
Pennsylvania , 117.3 
Rhode Island 70.3 117.8 
South Carolina 111.7 67.2 
Tennessee 34.9 74.3 
Utah | 107.8 100.0 
Vermont i. Bie a 91.3 

Virginia 122.4 88.7 ' 
Wisconsin 264 .3 112.8 


BR Boa se 





= oo 
none NOD 








Sources: Computed from United States Department of Commerce, Bureau of the Cen- 
sus, Compendium of State Government Finances 1950, 1951, and 1952, Table 3 and Office of 
Business Economics, Survey of Current Business (August, 1953), Table 5, p. 13. Per capita 
tax collections for 1950, 1951, and 1952 and corresponding per capita income payments 
to individuals for 1949, 1950, and 1951 are used. 

* Median per capita income tax collection for 33 states is $34.26. 

» Median per capita income payments to individuals for 33 states is $3,908 

*In view of current collection program for individual tax, 1950, 1951, and 1952 per 
capita incomes are used. 
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ELASTICITY 


Elasticity of a tax is the relationship between char ges in tax rates and changes 
in revenue yields. It is an important revenue consideration incident to contem- 
plated rate adjustments. It sheds light upon the important question: What might 
be the revenue consequences of modifications in state income tax rates? An ex- 
amination of state experience may aid in answering this question. If the tax is 
elastic, moderate rate changes result in more than proportional changes in yield; 
if the tax is inelastic, moderate rate changes result in less than proportional 
changes in yield. Thus, percentage changes in yield compared with percentage 
changes in the tax rate is a basis for measuring the elasticity of a tax.? This meas- 
urement necessitates revenue data that isolate changes in collections directly 
attributable to the rate adjustment. Available state income tax data fail to isolate 
such changes. Under the circumstances this precise measurement of elasticity is 
unobtainable. In the absence of such a measurement, a comparison of changes 
in revenue of a particular state before and after proportional rate adjustments 
with comparable collections in other states (control states) that made no rate 
change offers an indication of elasticity, which ignores the important variable, 
income change. That is, a comparison of the yield after the rate adjustment as a 
percentage of the yield for the previous year with the corresponding yield of the 
control states adjusted by the same percentage as the rate adjustment suggests 
the degree of elasticity. If the yield in the state with rate adjustments as a per- 
centage of the amount collected in the previous year is substantially less than a 
comparable yield in the control states after the adjustment, the evidence indi- 
cates an inelastic tax; if substantially greater an elastic tax. 

Legislation and other factors aside from rate adjustments affecting reported 
tax yields may tend to obscure the change in yield attributable to a rate change. 
For example, a rate adjustment accompanied by a significant change in de- 
pendency allowances may, in the absence of a specific revenue study, make it 
impossible to identify the revenue effect of the rate adjustment. Rate adjustments 
that are applicable only to certain income brackets are a particularly important 
complicating factor. Changes in income payments, compliance drives, or a change 
in tax revenue reporting may likewise cloud the measurement of elasticity. Sev- 
eral important factors for which this analysis makes no specific allowance include 
changes in federal income tax rates, level of state tax rate structure, and magni- 
tude of rate changes. That is, modifications in federal rates when payments based 
on them are deductible may do much to obscure the effects of state rate changes. 
One might also anticipate different results if, for example, a state makes a 20 per 


* Elasticity may alternatively be stated in terms of a coefficient of elasticity. The formula 
for the coefficient is: 


,aa¥ /ak 
Y R 
if ¢ is the coefficient, Y the yield, R the rate, and A the change. If the coefficient is leas than 
one the tax is inelastic, if greater than one it is elastic, and if exactly one it is a situation 
of unitary elasticity 
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TABLE 6 

Comparison of Change in Individual Income Taz Yields after Proportional 
Rate Change with Median Change in Comparable Yields in Control 

States without Liability Adjustments, for Various Years 





| Percentage Change 
P ¥ Costigent 
tate ears | . o! 
| Per Capita ws 
| Tax Rate | Tax Yield! Income Elasticity 
Payments 


New York ; —25.0 | —16.2 | +14.0| 0.80 
19 Control States 0.0 +39.5 | +22.5 
lowa ; — 50.0 


+34.6 40 
Maryland ; —33.3 61 


1 
+28.1 a. 


| 
| 
20 Control States 0.0 | 0 | +34.4 


+6.9 1.55 
+5.0 


New York voces es | 1945-1946 | —33.3 | 
22 Control States 0.0 | 


+3.1 0.79 
+7.4 


New York... ..| 1947-1948 | +20.0 | 
22 Control States. . 0.0 | 


Colorado ...| 1950-1951 | —20.0 | 
23 Control States ; 0.0 





+2.7 1.14 
+8.8 











Sources: Computed from United States Department of Commerce, Bureau of the Cen- 
sus, State Finances 1941, 1942, 1943, and 1946; Compendium of State Government Finances 
1947 through 1951; and Office of Business Economics, Survey of Current Business (August, 
1953), Table 5, p. 13. 


cent rate increase in an already high rate structure compared with the same rate 
change in a lower rate structure. In addition, a 10 per cent or a 50 per cent rate 
adjustment might indicate radically different degrees of elasticity. This study 
analyzes only those instances of proportional rate adjustments applicable to the 
entire rate schedule and excludes those states that enacted legislation or instituted 
compliance drives which significantly modified tax collections. 

Table 6 shows percentage changes in income tax yields for states with propor- 
tional rate adjustments and the median change for those states without income 
tax legislation that materially affected tax liabilities. Inasmuch as individual 
income tax yields are extremely responsible to changes in income payments to 
individuals it also notes the corresponding changes in per capita income pay- 
ments. 

In 1942 the New York Legislature reduced by 25 per cent the individual in- 
come taxes on all returns made in 1942. New York individual income tax yield 
decreased 16.2 per cent between 1941 and 1942. The median change in individual 
income tax collections for control states amounted to an increase of 39.5 per cent, 
that is to 139.5 per cent of the 1941 figure. This percentage, reduced by 25 per 
cent, the amount of the New York rate adjustment, equals 104.6 per cent. If the 
New York tax were elastic, the 1942 collections as a percentage of 1941 yield 
would have exceeded 104.6 per cent. The 83.8 per cent actually realized results 
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TABLE 7 
Comparison of Change in Corporation Income Tax Yields after Proportional 
Rate Change, with Median Change in Comparable Yields in Control 
States without Liability Adjustments, for Various Years 





Percentage Change Cocflicients 


| Tax Rate | Tax Yield | Plasticity 





Colorado. +50.2 0.86 
Vermont.. : +94.2 0.93 
26 Control States ' +39.4 


Virginia........ : ; +81.2 
26 Control States | 0 | +16.9 





Colorado +9.2 
Kentucky +13.2 
28 Control States ’ +16.0 





Rhode Island +19.5 
Pennsylvania sided ’ +39.7 
27 Control States . y +11.6 


Sources: See Table 6. 








in a coefficient of elasticity of 0.80 and suggests a degree of inelasticity. The 14.0 
per cent increase in per capita income payments in New York is less than the 
22.5 per cent median increase in the control states and partially accounts for the 
lag in yield. The New York tax yield increased 12.3 per cent notwithstanding the 
33.3 per cent reduction applicable to 1945 income in the New York individual 
income tax rates.‘ The median advance in revenue for the control states amounted 
to 8.6 per cent. The median 1946 collection of 108.6 per cent reduced by 33.3 per 
cent amounts to 72.4 per cent. Compared with the actual New York collection 
as a percentage of 1945 collection of 112.3 per cent, the 1.55 coefficient suggests 
a high degree of elasticity. Per capita income payments in New York and control 
states advanced 6.9 per cent and 5.0 per cent respectively between 1944 and 1945. 

The Iowa, Maryland, and Colorado rate reductions resulted in yields in excess 
of comparable adjusted yields in the control states. The coefficients are 1.40, 
1.61, and 1.14 respectively. The coefficients imply that the income tax is quite 
elastic. The fact that per capita income payments in Maryland and Colorado 
advanced less than in the control states and only slightly more in Iowa suggests 
that the income payments factor would not offset this inference. The available 
data do not support a general conclusion. 

Table 7 reveals results of a similar analysis applicable to corporation income 
taxes. The corporation rate adjustments consist primarily of rate increases that 
are generally much higher percentagewise than the individual rate changes. Per 


* The legislature increased the tax reduction from 25 to 50 per cent which is the equiv- 
alent of a 33.3 per cent proportional decrease in the tax rates. 
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capita income payments to individuals, useful in the individual income tax analy- 
sis, are inappropriate for similar use in the study of the behavior of corporation 
income tax revenue. Because of the lack of adequate data, the effect upon tax 
yields of variations of corporate income among states is indeterminate. 

The 12.5 per cent Kentucky rate advance applicable to income earned in 1950 
resulted in a 13.2 per cent increase in tax collections. The median 1951 collection 
of 116.0 per cent augmented by 12.5 per cent is 130.5 per cent. The evidence 
suggests that the change in yield of the Kentucky tax is less than the propor- 
tionally adjusted median collection or somewhat inelastic. The coefficient is 0.87. 
The Colorado 20 per cent rate reduction resulted in an increase in tax collection 
of 9.2 per cent in 1951. The median for the control states advanced 16.0 per cent. 
The 1951 median collection of 116.0 per cent, if decreased by 20 per cent, is 92.8 
per cent, which is less than the Colorado collection of 109.2 per cent. The coeffi- 
cient of 1.18 implies that the Colorado corporation income tax is elastic. 


STABILITY 


The relationship between changes in economic activity as measured by income 
payments to individuals and corresponding variation in tax collections is called 
stability. Students of public finance attach much significance to the state and 
local government need for stable tax revenues. That is, state and local govern- 
mental units apparently should provide a rather constant level of services regard- 
less of the phase of the business cycle. Stability is particularly important inas- 
much as state and local governments meet their costs primarily from tax receipts. 
Changes in price levels and changes in the demand for state and local services 
may modify the general need for stable tax revenue sources. The cost of state and 
local government ordinarily varies less than income payments. 

Inasmuch as states generally rely upon several sources of tax revenue, the sta- 
bility or instability of a single source may be offset by other tax revenue sources. 
Thus, it is important to study the stability of a given source of tax revenue with 


TABLE 8 


Indexes of Stability for Kentucky Taz System and Selected Taxes for Fiscal 
Years Ending June 30, 1951 and 1952 





Type Tax Index 


Individual and Corporation Income 1.261 
Selected Sales and Gross meant 0.242 
Licenses and Privilege 0.561 
Property 0.369 
Inheritance and Estate —0.312 
Miscellaneous —1.197 





Total State Tax Receipts 0.312 





Sources: Computed from Kentucky Department of Revenue, Annual Report (1952), 
pp. 13f. and United States Department of Commerce, Office of Business Economics, Sur 
vey of Current Business (August, 1953), Table 4, p. 12. 





Alabama 
Arizona 
Arkansas. . 
California. . 
Colorado. 
Connecticut 
Delaware 
Georgia. . 
Idaho 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maryland 
Massachusetts 
Minnesota 
Mississippi. 
Missouri 
Montana 
New Mexico 
New York 
North Carolina 
North Dakota 
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TABLE 9 
Indezes of Stability for Various State Income Tazes, 1951 and 1952 
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Sources: Computed from United States Department of Commerce, Office of Business 
Economics, Survey of Current Business (August, 1953), Table 4, p. 12 and Bureau of the 
Census, Compendium of State Government Finances 1951 and 1952. 

* Segregation of individual income and corporation income taxes is unavailable 

» Imposes no individual tax. 

* Imposes no corporation tax. 

4 Reflects statutory modifications. 

* Based on 1952 income to correspond with collection program. 





reference to the entire tax system. The fact that some instability in a state tax 
system is desirable suggests the need for varying degrees of stability among 
sources of state tax revenue. The index of stability or coefficient of income elas- 
ticity is a measure of stability. The index of stability is the ratio of the percent- 


* See Wisconsin Legislative Council, ‘‘Note on the Index of Stability,’’ Report of the 
Tazation Committee of the Legislative Council (Madison, 1950), pp. 449 ff. for a mathematical 
analysis of another index of stability. 





AN ANALYSIS OF STATE INCOME TAX REVENUE 


TABLE 10 
Indezes of Stability for the Kentucky Income Tax, for Various Periods 
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Sources: See Table 8. 


age changes in tax revenue to a given percentage change in income payments to 
individuals.* Some states impose general sales taxes which have income elastici- 
ties close to unity. In general, licenses and poll taxes have a low sensitivity to 
changes in income and have indexes substantially less than one. On the other 
hand, some taxes vary with income and produce revenue changes proportionately 
greater than changes in income payments. Such taxes have a high sensitivity to 
income changes and are characteristically quite unstable. The income tax gen- 
erally falls within this last group. 

Indexes of stability of Kentucky tax sources between fiscal years ending June 
30, 1951 and June 30, 1952 shown in Table 8 indicate the relative stability of the 
income tax and other state tax sources. Income payments to individuals in 
Kentucky increased 15.7 per cent and tax receipts from all tax sources advanced 
approximately 4.9 per cent. The index of stability for all sources of state tax 
revenue is 0.312. During this period the Kentucky state tax system was quite in- 
sensitive to changes in income payments. Income tax collections increased about 
19.8 per cent,’ a figure which exceeded the 15.7 per cent advance in income pay- 
ments and produced an index of stability of 1.261. The income tax was by far the 
most sensitive to changes in income of any important state tax. 

In Table 9 are indexes of stability for individual, corporation, and combined 
individual and corporation income taxes for 1951 and 1952. States that experi- 
enced significant legislative modifications during this period are excluded from 
the study. The indexes of stability for individual income taxes range from — 3.40 
in Delaware to 2.94 in Oregon, the all-state median index is 0.82. Indexes of 
stability for the corporation taxes range from — 1.26 in Montana to 4.39 in Ore- 
gon, the all-state median index is 0.89. In general, the corporation tax appears to 
be more sensitive to income changes than is the individual tax. Indexes for indi- 
vidual and corporation taxes, which include those states that fail to segregate 


* The index of stability or coefficient of income elasticity may alternatively be stated as 


waft /4¥ 
S, 


if ¢ is the index or coefficient, Y the income payments, 7' the tax yield and A the change 
7 Changes in federal tax rates affected increase. 
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individual and corporate income tax revenues, range from —0.52 in Missouri to 
4.38 in Oregon, the all-state median is 0.78. 

The index of stability for a given tax may change depending upon the period 
selected. Tax legislation, differences in size and nature of income changes, and 
federal rates (if taxes based on them are deductible) influence the index. As shown 
by Table 10, the Kentucky income tax, since 1936, has exhibited a very high 
degree of sensitivity. The period 1943 to 1944 constitutes an exception. Between 
1942 and 1943 income payments increased about 27 per cent whereas correspond- 
ing individual and corporation income tax collections decreased 1.8 per cent 
between 1943 and 1944; this insensitivity is reflected by a —0.07 index of stabil- 
ity. This inverse relationship between state income tax collections and income 
payments is largely attributable to the state allowance for wartime federal in- 
come taxes. 


SUMMARY 


Differences among states in the proportion of taxes collected by and shared 
with other governmental units necessitate the use of total state and local tax 
revenues as the basis for ascertaining the comparative fiscal importance of state 
income taxes. Such a comparison reveals that the fiscal importance of state in- 
come taxes is increasing and varies widely among states. States that most inten- 
sively utilize this source of tax revenue permit no deduction for federal income 
taxes. In general, the individual income tax is of slightly more fiscal importance 
than is the corporation income tax. 

Relating income tax collections to income payments to individual offers an 
indication of comparative state income tax loads. This measure is of quite limited 
significance in the case of the corporation tax. The indexes of tax loads reflect 
significant variation among states. 

A comparison of income tax revenue changes in states with proportional rate 
adjustments with revenue changes in states with no rate variations gives no con- 
clusive result. The data suggest that varying conditions not now susceptible of 
measurement may continue to defeat the effort to determine the degree of elas- 
ticity. 

According to indexes of stability, income taxes are quite sensitive to changes 
in income payments. The all-state median index of stability for 1951 and 1952 
reveals that percentage changes in income result in almost proportional changes 
in revenue. In some states the income tax made more than proportional re- 
spouses to income changes. 





DEVELOPMENT OF THE BANCO CL NTRAL IN 
ARGENTINA’S ECONOMY 


HOWARD 8. DYE 
University of Tennessee 


The history of the Argentine central bank, the Banco Central, coincides with 
a dynamic period in the evolution of the Argentine economy; a period encom- 
passing recovery from a depression, the disruptions of two world wars and, 
underlying the whole, a gradual transformation of the Argentine economy from 
one predominantly agricultural and pastoral to one revealing surprising in- 
dustrial potential. Accordingly, the task of relating the development of the 
Banco Central to its peculiar environment involves the analysis of its operations 
through a wide range of financial situations and economic or social problems. 

Argentina has shared in full measure most of the problems facing underde- 
veloped, raw materia] producing nations. Argentine exports historically have 
been composed of products possessing a relatively low elasticity of demand and 
rather responsive to cyclical fluctuations in consuming countries. Imports, on 
the other hand, have been primarily finished manufactured goods enjoying a 
greater degree of price and volume stability. As a consequence, the Argentine 
balance of trade has been subject to erratic fluctuations. Fluctuations in the 
value of international trade and the volume of international capital movements, 
the balance of payments situation, also have contributed to internal monetary 
and financial instability. Consequently, the Argentine economy was in a poor 
position to withstand the world-wide depression of the ‘thirties. 

Both the physical volume and the value of Argentine exports declined as the 
depression struck her major markets; a decline that was by no means neutralized 
by reductions in imports. Consequently, Argentinians were forced to deplete 
gold and foreign exchange reserves to meet payments abroad, which resulted 
in a severe bank credit contraction and numerous bank failures.' Naturally, 
Argentine officials sought means to protect the domestic banking structure from 
future gold outflows, but in the interim between the onset of the depression 
and the bank reform proposals of 1935 other techniques were used to check the 
deterioration in the Argentine international trade position. The government 
resorted to a semi-barter form of trade agreement negotiation, granted special 
exchange rates to importers purchasing goods from reciprocating countries, and 
accepted payment in goods or blocked exchange where such measures resulted 
in increased exports. Obviously, however, the peso was overvalued, so as a 
stop-gap measure designed to avoid internal deflation, the currency was depre- 
ciated in November of 1933 until it was valued at 50 per cent of its 1929 parity 
with gold standard currencies? Unfortunately, these measures proved inade- 
quate. 


' See “Argentina’s National Income,’’ Comments on Argentine Trade, Vol. 25, March 
1946, p. 47; also Vol. 27, Sept. 1947, p. 98. 
* League of Nations, The Statistical Yearbook of the League of Nations, 1937-1938, p. 232. 
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Argentina then joined other countries finding it difficult to make domestic 
readjustments in the face of balance of payments difficulties in experimenting 
with devices calculated to increase autonomy in national economic policy. The 
most promising appeared to be exchange controls designed to adjust the ex- 
change rate to shelter the domestic economic system from certain international 
pressures. Consequently, Argentina introduced a foreign exchange control 
mechanism featuring a dual-exchange rate system embodying an effective 
monopoly of the supply of foreign exchange and a controlled rationing of such 
exchange under a prior permit system. Under this scheme, the official buying 
rate actually comprised a pegging operation, tantamount to establishing a gold 
or currency exchange standard and shifting the ultimate responsibility for ex- 
change stability and management to a major currency. In addition, a “free 
market” acted as a safety valve for the official market and protected the official 
rate from balance of payments pressure. This exchange control mechanism proved 
highly successful in operation, but Argentine officials felt that an overhaul of 
the banking system would facilitate exchange control and render the domestic 
monetary system less sensitive to the balance of external payments.’ 

The plan was to superimpose a central bank with the power to coin its assets 
on the existent banking system. By providing for a two-fold creation of credit, 
it was expected that the monetary authorities could offset undesired alterations 
in the reserve position of the banking system attending excessive gold drains. 
Conversely, it was hoped that traditional central bank control devices would 
help sterilize an abnormal influx of gold. This plan, in its essentials, was em- 
bodied in a law of 1935 creating the Banco Central de Argentina. 


INITIAL ORGANIZATION AND FUNCTIONS OF THE BANCO CENTRAL 


It is unfortunate that available literature does not include a definitive account 
or appraisal of the creation of the Banco Central by one in a position to explain 
the precise preconceptions and attitudes of its authorities, the bases for their 
policy decisions, or their comprehension of the economic forces in the environ- 
ment. Policies and actions, however, are closely linked to powers and duties, 
and in some measure the organic law and structure of the Banco Central reflects 
the philosophy and theoretical objectives of its creators. On the other hand, 
material for the analysis of changes in operations and policy objectives over the 
the period of development must be gleaned from periodic appraisals of the gen- 
eral financial, economic and political situation. 

The Banco Central, as constituted in 1935, was an “orthodox” central bank 
blending organizational features both of the Federal Reserve System and the 
Bank of England. It was a quasi-public institution apparently with adequate 
legal safeguards against domination either by the national state or by special 
interests. Ownership was shared by the banking system and the government, 
whereas control was vested in a Board of Directors emphasizing private inter- 


*G. H. Smith, “Banking and Monetary Reforms in Argentina,”’ Bulletin of the Pan 
American Union, Vol. 69, June 1935, p. 450. 
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ests but probably dominated by government representatives. It possessed most 
of the powers necessary to function as a “conserver of the nation’s currency 
supply,” as a “bank for bankers and lender of last resort,’ and as the sole gov- 
ernment fiscal agent.‘ It was directed to employ the traditional devices of quali- 
tative and quantitative credit control in order to supervise and stabilize the 
monetary and banking systems. The influence of American banking practice 
was evident in the provisions establishing legal reserve requirements both for 
the Banco Central and the private banks under its jurisdiction. 

Important negative restrictions similar to those embodied in the Federal 
Reserve Act limited the powers of the Argentine central bankers. For instance, 
“uncontrolled” financial accommodation of the government and the guarantee 
of government securities was prohibited, although the Banco Central was allowed 
to make advances to private banks on government securities and purchase gov- 
ernments up to the amount of its capital, reserves and amortized holdings of 
consols. It could also make temporary advances to the government to cover 
short term deficits. Other restrictions similar to those in U. 8. banking codes 
limited security and real estate dealings. 

The primary function of the new Argentine central bank patently was to 
conserve the metallic reserves and guard against undue fluctuations in the 
supply of domestic currency. Foreign exchange control was in effect made the 
business of the Banco Central. It assumed the administration of the prior per- 
mit exchange rationing system and thus was placed in a position to exercise 
advanced control over the volume of external payments and protect itself against 
an abnormal accumulation of requests for exchange. 

On the domestic scene, however, the Banco Central was supposed to control 
private bank reserves primarily through open market operations and narrowly 
based rediscounting operations. In the Argentina of 1935, these techniques had 
significant limitations. In the first place, lack of well developed money and cap- 
ital markets precluded delicate manipulations of bank reserves and interest 
rates. Indeed, the Argentinians much preferred to invest their savings in land, 
mortgage bonds and government securities, while the overdraft privilege was 
the favorite means of extending short term credit. This greatly reduced the 
possibility of important increases in the supply of eligible ‘‘real bills’’ available 
for rediscount. However, if one regards domestic monetary controls as adjuncts 
of the primary task of conserving and controlling the currency supply and the 
foreign exchanges, these conventional powers to supervise and control the pri- 
vate banks become more significant. Even a limited ability to influence the 
banking system’s reserves and operations probably placed the Banco Central 
in a better position to carry out the conservation function. 

Concrete policy, operational decisions and interpretations of delegations of 


‘ For example, the Banco Central had the sole power to issue notes of over five pesos, 
could purchase and sell gold, rediscount or purchase two name commercial paper and agri- 
cultural paper of short maturity, make advances to private banks, purchase and sell foreign 
exchange, deal with other central banks, contro! and examine banks and pass on new 
charters. 
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power embodied in laws commonly tend to change in a dynamic economy. It 
is necessary, therefore, to analyze the operations and problems of the Banco 
Central both in the pre-Peron era, which saw the pressure of government depres- 
sion and war finance virtually strip the central bank of all autonomy, and the 
period in which the Peron administration completed the transformation of the 
Banco Central into a government organ implementing national economic plan- 
ning. 


PROBLEMS AND POLICIES OF THE BANCO CENTRAL, 1935-1945 


The new central bank had easy sledding until the outbreak of World War iI. 
The sweeping banking reform and a program designed to liquidate frozen bank 
assets did much to restore confidence and vitality to the Argentine monetary 
and banking systems. Gold stocks, valued at 435 million pesos, were revalued 
to 1,346 million pesos in April of 1935, and the resulting paper profits were used 
to purchase frozen bank assets and improve the liquidity and reserve position 
of the banking system. Indeed, by 1936 the banks possessed such large excess 
reserves and the demand for investment funds was so great that the central 
bank actually engaged in dampening open market sales.* 

While the reconstituted banking system and the magic of gold revaluation 
deserved considerable credit for Argentina’s rapid financial recovery, even 
more significant was the general improvement in the world economic picture. 
Europe and the United States again began to buy Argentine foodstuffs and raw 
materials in quantities, reaching the 1928 level in 1937.* A favorable balance of 
trade of substantial proportions further increased monetary gold stocks. Table 1 
reveals that little difficulty was experienced in the poor trade years of 1938 and 
1939. Argentina was able to gain 331 million pesos on the international balance 
of payments through import restrictions and an inflow of refugee capital from 
Europe. No extraordinary central bank action was required, although these 
trends substantially reduced the ability of the Argentine economy to withstand 
the full shock of the European war. 

The decline of the European export market and the destruction of Argentina’s 
primary source of imports posed a major wartime problem over which the Banco 
Central had little control. A large portion of Argentine export receipts comprised 
blocked European exchange, while declining exports to and rising imports from 
the United States created a stringent dollar shortage.’ It became apparent that 
major readjustments were needed, but it was equally evident that Argentina’s 
ability to effect such adjustments was relatively limited. The Banco Central 
was faced with a balance of payments problem very similar to that plaguing 

Janada. Due to the heavy influx of European capital, the Argentine balance on 
current and capital accounts were nearly in equilibrium, but a major portion 
of Argentine exchange receipts were frozen in blocked accounts, while the bulk 


* Robert Triffin, ‘Central Banking and Monetary Management in Latin America,”’ 
Chap. IV, Seymour E. Harris, E ic Problems of Latin America, p. 104. 

* Comments, Vol. 27, Sept. 1947, pp. 98-99. 

’ Ibid., Vol. 20, Oct. 1940, p. 9. 
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of payments had to be made in gold or dollars to finance unusually heavy im- 
ports from the United States. Inability to obtain sufficient dollars forced Ar- 
gentina to export 241 million pesos net in gold.* 

This gold drain, while by no means of immediate significance, led Argentine 
monetary authorities to anticipate further drains in the future. Consequently, 
the Banco Central increased its holdings of bills and released longer maturities, 
thus easing the short term market. This operation was labeled a success, since 
the money market remained liquid, adequate funds were available for normal 
business requirements, and the bond account of the central bank remained 
virtually unchanged throughout 1940.* In addition, an Anglo-Argentine trade 
agreement was negotiated whereby Britain agreed to purchase £40 million of 
Argentine exports, to be paid for in part by repatriation of British-held Argen- 
tine debt. At the same time, the dollar exchange shortage was eased temporarily 
by means of a $20 million loan obtained from the U. 8. Export-Import Bank. 
Turning to her South American neighbors, Argentina signed bilateral trade 
agreements with Brazil and Colombia, and began negotiations with Chile. 
The government also purchased large surpluses of grain to maintain domestic 
production and employment.'® 

Further control actions were instituted in 1941. In February, exchange con- 
trol authorities placed increased restrictions upon imports from the U. 8. in 
order to conserve dollar exchange. Quotas on certain items were reduced, while 
in other instances importers were required to submit bids for dollars. Also, cer- 
tain exporters who had previously enjoyed the privilege of selling dollars in the 
free market were compelled to sell to the government at the lower official rate. 
Thus, since European sources of supply had been sharply curtailed due to phys- 
ical unavailability, such measures so reduced the import demand that by June 
of 1941 it became apparent that Argentina would have favorable trade and 
payment balances. Even the dollar shortage was alleviated somewhat by greatly 
increased U. 8. purchases in Argentina." As a result, 85 per cent of normal im- 
ports were freed from prior permit restrictions, and during the remainder of the 
year nearly all import controls were removed. However, relief in this problem 
area was offset by other internal consequences of the war. 

Inflationary aspects of the internal monetary situation began to worry Banco 
Central officials. The largest single factor in the 472 million peso favorable bal- 
ance was 325 million pesos in capital imports.” A large part of such refugee 
capital was being invested in government securities, which tended to boost 
bond prices and reduce bond yields. Central bank officials, while aware that 
the appropriate step would be to mop up such funds by selling longer maturities 


*T. L. Hughes, “Financial Trends and Developments,’”’ Comments, Mar. 1941, p. 10. 

*T. L. Hughes, “Economic Review of Argentina During 1940,’’ Comments, Vol. 20, 
Feb. 1941, p. 10. 

” Comments, Nov. 1940, p. 9. 

"' U. 8. purchases increased frorn 253 million pesos in 1940 to 543 million pesos in 1941. 
See Comments, Vol. 27, Sept. 1947, pp. 98-99. 

'? Comments, Vol. 21, April 1942, p. 24. 
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on the open market, encountered a powerful competitor. Seizing upon such 
unusually favorable circumstances, the Minister of Finance successfully under- 
took to refund some 4,000 million pesos of the internal debt at a rate reduction 
of 4-1 per cent. In addition, the government increased the volume of bonds 
outstanding by new issues of 300 million pesos. These two operations so tightened 
the government bond market that the central bank was in no position to engage 
in open market sales. 

These Treasury operations, however, did little to offset the dangerous infla- 
tionary tendency in the Argentine economic picture. Where in previous years 
the lack of sufficient exchange to finance imports had forced borrowing and gold 
exports, in 1941 ample exchange was available but goods and shipping space 
were not. Hence rising cash reserves and an increased demand for goods in short 
supply created pressure for price increases. Imports continued to decline while 
the value of exports increased sufficiently to create a positive trade balance, and 
wholesale prices rose from an index of 110 to an index of 129 (1937—100)" 
during the year. 

Another contemporary development of fundamental importance received 
official recognition when the 1942 report of the Banco Central emphasized the 
growth of industry in Argentina. A survey conducted by the Bank revealed that 
industrial employment had increased 20.7 per cent, while industrial wage pay- 
ments had risen 31.5 per cent since 1937. Furthermore, the value of private 
securities as a percentage of the total value of stock exchange transactions con- 
stituted 14.4 per cent in 1942 as contrasted to an average of 3.6 per cent during 
the period 1930-1939." By 1943, the net value created by industry surpassed 
that created by agricultural and pastoral activities for the first time. Even more 
important, Banco Central officials noted that industrial products, as a percentage 
of total exports, increased from 2.9 per cent in 1939 to 19.4 per cent in 1943 
Greatest gains, however, were in the manufacture of textiles, chemicals, medi- 
cines and processed foods rather than in the products of heavy industry." 

Industrial commodity shortages over considerable periods of time probably 
constituted the primary reason for Argentine industrial progress. During the 
‘thirties, Argentina had had to restrict her imports of industrial products in 
order to stabilize her external and internal monetary position. The outbreak of 
the European War required further restrictions and reductions. High prices 
resulting from the great demand for goods in short supply offered strong induce- 
ments to home manufacture, even in quantities and with techniques which 
would have been competitively unsatisfactory under “‘normal’’ world trade 
conditions. Furthermore, many government officials felt that industrial develop- 
ment alone could solve the problem of Argentina’s one-sided dependence upon 
foreign industrial countries. In fact, Federico Pinedo, as Minister of Finance, 
had in 1940 unsuccessfully proposed a long range plan of industrial development 


' International Monetary Fund, [nternational Financial Statistics, Vol. III, No. 6, 
June 1950, p. H 

“ Comments, Vol. 21, March 1942, pp. 74, 192. 

'* Comments, Vol. 23, April 1944, p. 11. 
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through long term financial support for key industries and the removal of in- 
direct obstacles to industrial development.'* 

The then politically dominant interest group, the great landowners, naturally 
opposed industrialization. They foresaw the rise in domestic prices, especially 
wages, and a decline in foreign purchases of Argentine agricultural exports. In 
addition, the government, while never directly opposing the importation of the 
necessary machinery and raw materials, indirectly retarded industrialization. 
Its major concern was to equilibrate the balance of payments, and existent 
bilateral trade agreements and the pattern of customs duties favored the im- 
port of finished manufactured products. 

Officials of the Banco Central saw the writing on the wall, however, and issued 
a far-sighted statement to the effect that new domestic industries would have 
to be supported.” They pointed out that if post-war imports reverted to the 
pre-war volume and pattern the country would face a serious depression. It 
was felt that the proper policy would be to prevent such a depression by chang- 
ing the composition of imports and providing financial support to bolster Argen- 
tine industry and non-agricultural employment. This view received greater 
support as industrial labor became a powerful political foree in Argentina. 

In the short run, however, inflation remained the primary problem, despite 
increases in home manufactures, public purchases of securities, nominal open 
market sales by the central bank, controls over refugee capital imports, and a 
rising propensity to save."* The value of exports continued to increase signifi- 
cantly, while imports sank to depression levels. Table 1 reveals that, from 1940 
to 1945, the gold supply virtually trebled, the supply of foreign exchange in- 
creased six-fold, the currency supply more than doubled, and deposit money 
multiplied three-fold. Table 2 shows that indexes based on 1937 emphasize this 
trend. Wholesale price indexes rose from 110 to 193, the cost of living index 
jumped from 103 to 135, and the index of monthly wages in manufacturing in- 
creased from 102 to 142 over this same five year period. 

It was evident that the central bank officials could do little to combat this 
inflationary pressure through the use of traditional control devices, since govern- 
ment deficit financing and refunding operations necessitated central bank sup- 
port of the government bond market. Consequently, Banco Central officials 
recommended an anti-inflation program emphasizing more direct means of 
control. Specifically, it was proposed that home manufactures be increased by 
encouraging critical imports, that certain exports be restricted, and that ration- 
ing, price controls and a wage freeze be instituted to help close the inflationary 
gap. It was further proposed that savings bonds be sold in large amounts to 
the general public, and that the commercial banks be placed under greater 
control by permitting the central bank to limit credit extensions and vary re- 
serve requirements. 

The Argentine government did adopt certain of these suggestions. Foreign 


© F. J. Weil, “Argentine Riddle,’’ Comments, Vol. 21, March 1942, pp. 164-167. 
" [bid., pp. 192-193. 
‘* Comments, April 1944, pp. 10, 13, 14. 
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TABLE 1 


Changes in Significant Financial Data in Argentina, 1987-1963, Excluding the War Years 
From 1941-1944 
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* Totals as of September, 1953. 

** Converted from dollar figures at the basic selling rate of 3.20 in 1937, 4.23 from 1939 
to 1949, 6.09 in 1949, and 7.50 thereafter. 

Source: The International Monetary Fund, International Financial Statistics, Vol. 
VII, No. 2, February 1954, pp. 40-41. 


capital imports were temporarily frozen, income taxes were increased, and an 
excess profits tax and some luxury taxes were imposed. In addition, ceilings were 
placed on certain prices, including rents.'* Furthermore, for the first time the 
government took positive steps to promote domestic industrialization. The 
Argentine Industrial Credit Bank was established in 1944 with a capital of 50 
million pesos. The purpose of this new bank was to foster industrial develop- 
ment by granting long and medium term loans up to the amount of 450 million 
pesos.” It was hoped that increased industrialization would necessitate an 
increase in vital imports, which would entail a drain of purchasing power abroad. 
In addition, a rise in domestic production was expected to improve commodity 
supply and thus lower prices. Obviously, however, the effects of this program 
could make themselves felt only after a considerable time lag. 

The 1945 report of the Banco Central reflected the pessimistic attitude of the 
public as it continued to labor the issue of inflation. It was evident that domestic 
production and foreign imports could not be increased appreciably in the short 
run, and it appeared that continued internal instability due to large export 
balances would be the order of the day. The crowning blow was the continua- 
tion of a high rate of deficit spending by the Argentine government. From 1935 
to 1945, the national debt jumped from 3,460 million pesos to 9,159 pesos, while 


* Jbid., pp. 10, 11, 13, 14. 
* Ibid., Vol. 23, May 1944, pp. 9; June 1944, p. 9. 
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TABLE 2 


Indezes of Wholesale Prices, Cost of Living, Monthly Wages in Manufacturing and 
Employment in Argentina, 1937 to 1953 


—— Cost of Living Monthly Wages | Employment 


1937—100 1937 —100 1948—100 1937—100 1948—100 | 1948— 100 


1937 100 49 100 ‘ 50 
1938 ¢ 49 100 

1939 ¢ 50 102 3: 55 
1940 51 102 y 
1941 ¢ j _ 105 
1942 ‘ —_ 112 

1943 ‘ 129 

1944 F - 130 

1945 { 66 142 

1946 78 177 

1947 88 247 

1948 100 319 

1949 : 131 . 

1950 - 165 

1951 225 

1952 - - 312 
1953* —_ _ 325° ° | 


* First seven months of 1953. 

Sources: Indexes based on 1937—100, International Monetary Fund, /nternational 
Financial Statistics, Vol. III, No. 6, June 1950, p. 34. Indexes based on 1948--100; ibid., 
Vol. VII, No. 2, Feb. 1954, pp. 40-41. 


over the same period the gross national money income only rose from 7,160 
million pesos to 15,060 million pesos.** Furthermore, a larger and larger portion 
of the national debt was being absorbed by the banking system and government 
agencies rather than the general public. Indeed, it was obviously the prime duty 
of the central bank to support the official bond market, and the government even 
called upon the commercial banks for further loans to bolster bond prices. 
The process of subjecting monetary policy to the exigencies of government 
financing had been virtually completed. The Banco Central had lost control over 
the money supply. Open market operations had become a one-way street, while 
plentiful private bank holdings of government securities rendered the rediscount 
rate control device ineffective. Furthermore, the central bank still had no power 
to increase the reserves required of the banking system. The agency responsible 
for the money supply had little power to effectuate its policies. 
Industrialization and the inflationary pressures were directly responsible for 
a political realignment in Argentina. Due to the increasing dissatisfaction of 
the public in general, and the rising urban labor group in particular, with an 
economic policy beneficial primarily to exporters, the political power of the ex- 
port-conscious landowning class was shattered, and the Peron administration 


*! Ibid., Vol. 25, March 1946, p. 47; April 1946, p. 39; Vol. 26, April 1947, p. 39. 
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was swept into office with the backing of the government bureaucrats and labor. 
This shift in political support was tantamount to a public declaration that the 
future concern of government should be the encouragement of domestic stability 
and employment by means of increased industrialization. Peron immediately 
undertook to carry out this popular policy through the medium of detailed 
economic planning. Under the Peron regime, the Banco Central de Argentina 
was destined to occupy a central position in the plans for economic development. 


THE BANCO CENTRAL UNDER THE PERON REGIME 


The rise of Juan Peron to the presidency of Argentina presaged significant 
changes in the organization and operations of the Banco Central. On the organi- 
zational side, the private central bank shareholders were bought out with cash 
or 24% per cent Treasury bonds and the Banco Central was nationalized by a 
Decree-Law of March 25, 1946. The official reason given for this action was that 
monetary policy should be coordinated with the plans of the government for 
the general development of the Argentine economy. In other words, the Peron 
administration felt that the desired degree of currency control could not be 
administered adequately by a mixed capital enterprise, wherein the interests of 
private proprietors might conflict with national monetary objectives. It is doubt- 
ful, however, whether this legalization of an accomplished fact possessed great 
functional significance. More important subsequent organizational alterations 
designed to consolidate financial power in the hands of the central bank, on the 
other hand, indicate that the formal nationalization of the Banco Central con- 
stituted a logical step in the overall control pattern. 

A decree of April 24, 1946, placed all bank deposits under the control of the 
central bank. Private banks could hold deposits only as agents for the central 
bank, and could lend and invest their deposits only after an authorization by 
Banco Central officials. Interestingly enough, this constituted an indirect method 
of permitting the central bank to institute variable reserve requirements. In 
effect, by granting or refusing the necessary authorization, officials could re- 
quire up to 100 per cent reserves. The permissive nature of these provisions, 
moreover, created a selective control device operable in a secretive manner. 
In the final extreme, a continued use of this power could transform the banking 
system into a system of branches of the central bank. 

This extension of the financial concentration movement did force the govern- 
ment to assume certain responsibilities. The decree provided that the private 
banks would receive compensation for operational expenses, which was tanta- 
mount to a government subsidy replacing conventional bank earnings. In addi- 
tion, the government undertook to guarantee all bank deposits as a logical ad- 
junct of its assumption of control over such deposits. 

This increased centralization of financial power was completed by giving the 
central bank officials control over all foreign exchange operations. This grant of 
authority embodied broad delegations of power, inasmuch as the central bank 
was permitted to adopt any control measures deemed necessary or appropriate 
in the management of Argentina’s external trade relationships. In addition, the 
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Banco Central was given the task of supervising three other official banks carry- 
ing out distinct functions. Specifically, it obtained jurisdiction over the Bank of 
the Argentine Nation’s extensions of agricultural and commercial loans, the real 
estate loans of the National Mortgage Bank, and the lending operations of the 
National Industrial Credit Bank in mining and industrial fields. Furthermore, 
the Regulating Board for Agricultural Production, the National Meat Board, 
the National Grain and Elevator Commission, and the newly created Securities 
and Exchange Commission were placed under the central bank. The Argentine 
Trade Promotion Institute also was established as an arm of the central bank 
with broad powers over trade promotion, control of exports, foreign purchase 
operations and trade agreement negotiations. 

The real significance of this reorganization of the Argentine financial system 
becomes apparent only after a study of the objectives of the new government. 
The Peron Five Year Plan, presented to the Congress in October of 1946, con- 
stituted basically a plan for industrial expansion, improved standards of living 
and greater economic independence. Among the targets were a 43 per cent 
increase in the value of industrial output over the 1943 level, a 34 per cent in- 
crease in industrial employment, and a 50 per cent increase in installed horse- 
power. To obtain these objectives, the plan provided for protective tariffs, tariff 
exemptions, subsidies, exchange controls, export and import licensing, tax 
exemptions, and the controlled utilization of government and mixed capital 
enterprises. The estimated total cost of this scheme was 6,663 million pesos.™ 

The Banco Central, as the key agency in this scheme, obviously had lost al- 
most every vestige of “‘orthodox” central banking. It had ceased to be a semi- 
autonomous” agency merely supervising a private banking system and employ- 
ing the traditional control devices. Indeed, it no longer was concerned primarily 
with conserving the nation’s money and credit supply in order to protect and 
stabilize the Argentine monetary structure. Instead, it had become the locus 
of all financial authority required for the achievement of the national economic 
plan. As noted above, however, this alteration in the Argentine central banking 
picture did not develop abruptly, for the Banco Central already had abandoned 
control of the currency, and for some time had been directly and indirectly sup- 
porting government fiscal policy. One might expect, therefore, that subsequent 
central banking operations in Argentina differed more in degree than in form 
from the policies of the pre-Peron years. 

The requirements of the Peron Five-Year Plan entailed large scale govern- 
ment deficit financing and refunding operations, and the inflationary pressure 
characterizing the pre-Peron era continued to plague the nation. Table | reveals 
a favorable trade balance for 1946, but a large part of this increase was due to 
a 100 per cent increase in the prices of Argentine grain exports in the first six 
months. At the same time, imports increased sharply, while imports from the 


™ Ibid., Vol. 26, April i947, pp. 12ff. 

33 An interesting contradiction in the Argentine law still provided for ‘‘the most complete 
independence for the exercise of its functions.’’ See Decree-Law No. 14,967, Article 27, 
dated May 24, 1946. 
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U. 8. quadrupled. The bulk of Argentine export receipts still was in the form of 
blocked or inconvertible European exchange, while the large imports from the 
U. 8. required payment in dollars or gold.™ It is possible that this increase in 
Argentine imports from the U. 8. was in anticipation of large European pur- 
chases in Argentina financed by Marshal! Plan dollars, and perhaps also in 
expectation of the continued convertibility of the British pound sterling. Neither 
hope was justified, however, for Britain suspended convertibility in August of 
1947, while European Marshal! Plan dollars in large part were not spent for 
Argentine exports. Consequently, Argentina faced a dollar shortage that forced 
the Banco Central to institute more stringent import controls. The Peron govern- 
ment, however, did seize this favorable opportunity to refund a portion of the 
internal debt at lower rates, and to repatriate the bulk of the foreign held debt. 
Indeed, by the end of 1946, the foreign held debt consisted only of two small 
sterling loans amounting to 116.5 million pesos, as compared to a total foreign 
debt of 1,953 million pesos in 1940.%* 

The inflationary trend continued apace throughout 1947. Figures in Table 1 
indicate that increased imports nearly equaled exports, while gold and foreign 
exchange reserves decreased by 2,642 million pesos. At the same time, the cur- 
rency supply doubled and deposits increased significantly. Table 2 reveals sim- 
ilar trends. The index of wholesale prices rose from 193 in 1945 to 222 in 1947, 
while only the existence of agricultural surpluses kept the cost of living index at 
180 as compared to 135 in 1945. The index of monthly manufacturing wages 
based on 1937—100 reveals a much sharper rise from 142 to 247 for this same 
period. This suggests considerable concern for the urban worker on the part of 
the Peron administration, even though a shift of the base year to 1948 wipes 
out most of the relative gain in wage income. 

Reflecting its new role in the national economy, the annual report of the 
Banco Central for 1947 did not dwell on the touchy subject of inflation, but 
featured the success of industrial development and the vital support of the 
five year plan provided by the central bank’s import control program. The 
report emphasized that industrial production constituted 46.3 per cent of the 
total physical national income in 1947, as compared to 35.1 per cent in 1935. 
Similarly, the value of production added by industry was listed as 2,810 million 
pesos in 1947, as contrasted with 2,570 million pesos for 1945 and 1,300 million 
pesos in 1935." These figures, of course, indirectly reflect the impact of internal 
inflation, since the increase in value greatly exceeded the increase in physical 
production. 

The 1947 report of the Banco Central revealed significant changes in the Argen- 
tine import pattern. Of the total prior import permits granted by the central 
bank, 12 per cent only were for purchases of consumer goods, while 40 per cent 
went for imports of industrial raw materials and semi-processed goods, 23 per 


™*J. L. Apocado, “Economic Review of Argentina During 1946,’’ Comments, Vol. 26, 
May 1947, p. 21. 

** Comments, Vol. 26, June 1947, p. 18. 

* Ibid., Vol. 27, August 1948, p. 34. 
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cent were issued for purchases of machinery, and the remainder were granted 
for the import of transport equipment. Indeed, imports were destined to exceed 
exports in value for the next two years. Furthermore, these data, while not 
related to absolute magnitudes, reveal that import restrictions virtually limited 
foreign purchases to “strategic’’ imports. Interestingly enough, such essential 
imports undoubtedly supported the industrial program of the Peron administra- 
tion, and probably represented a minimum backlog of import demand. 

The crisis in the Argentine foreign exchange position came to a head in 1948. 
Britain’s suspension of pound sterling convertibility continved, and the imports 
required by the five year plan increased at such a rate that, in the second quarter 
of 1948, the government suddenly realized that the bottom of the dollar barrel 
had been reached. Since that time, other foreign exchange has also become scarce 
in Argentina, and she has been forced to follow a hand-to-mouth policy, import- 
ing only when the desired exchange has been available. 

The foreign exchange shortage, however, was only one of many troubles. 
Domestic gold holdings declined to a paltry 705 million pesos, while a continua- 
tion of government deficit spending forced the domestic financial system to 
create large quantities of credit (see Table 1). A popular fear that a further 
depreciation of the Argentine peso was imminent was expressed by a sudden 
flight from the peso, and such anticipations generated a tremendous backlog 
of foreign exchange applications at the central bank and forced control authori- 
ties to take drastic action.” Since foreign exchange in general was in short sup- 
ply, the Banco Central temporarily refused all applications for divisen. This 
suspension, in turn, was followed by so serious a collapse of the Buenos Aires 
stock market that the government was forced to step in and institute a program 
of share price supports. 

The situation remained critical throughout the first half of 1949, and by 
August of that year Argentine gold and foreign exchange reserves had fallen 
below 2000 million pesos for the first time in many years. In addition, the supply 
of currency and deposit money rose sharply. So great was the lack of confidence 
in the Argentine peso at this time that Argentina, in negotiating subsequent 
foreign trade agreements, was forced to accept the currency of the other party 
as the accounting medium. 

Two significant developments occurred in Argentine financial circles in Sep- 
tember of 1949. First, the continuous pressure on gold and foreign exchange 
reserves led to new central bank legislation. Secondly, the British decision to 
devalue the pound sterling provided the Argentine government with a golden 
opportunity to depreciate the peso without excessive repercussions. In effect, 
Argentina took advantage of the fundamental imbalance of world trade that 
underlay the world-wide pressure for devaluation to improve her own position 
in the short run. 

Two major alterations in the organic central banking law were enacted in 
September of 1949. In the first place, the Banco Central was permitted to use 


" The Economist, London, Feb. 5, 1949, pp. 252-253. 
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assets acquired from foreign interests rather than gold or foreign exchange as 
backing for the peso. In other words, the railroads, ships, etc., acquired during 
and after World War II, were to comprise a multi-asset currency base in prefer- 
ence to a metallic currency base, and pesos actually were to denote mortgage 
certificates with no maturity date. In effect, Argentina adopted a gold bullion 
standard wherein gold reserves and foreign exchange supplies were available 
only to settle international payment balances. 

Secondly, the Peron government took this opportunity to further consolidate 
controls over the financial system. The Banco Central was placed under the direct 
control of the Ministry of Finance, and the Bank of the Argentine Nation, the 
National Industrial Credit Bank, the Banco Hipotecario and the Caja Nacionel 
de Ahorro Postal similarly were removed from the jurisdiction of the Banco 
Central to that of the Ministry of Finance. This reorganization program as such 
was of little significance, inasmuch as equivalent government control had been 
practiced for some years. Many informed persons were more concerned with the 
possibility that this move, coupled with the change in the currency base, presaged 
further government inflationary policies. Not only was it recognized that the 
government had been placed in a better position to govern the distribution of 
bank credit as demanded by economic planning, but that the administration 
could greatly increase the scope of its deficit financing operations. Although such 
intentions were denied by official spokesmen, doubts persisted until the issue 
was overshadowed by the general wave of currency depreciation. 

Devaluation of the pound sterling by 30.5 per cent in terms of the U. 8. 
dollar on September 18, 1949 precipitated an unprecedented wholesale realign- 
ment of world foreign exchange rates. These actions primarily were to correct 
international distortions in costs, prices and production that had grown out of 
the war years. Such adjustments, undertaken after consultation with the Inter- 
national Monetary Fund, contrasted favorably with the uncoordinated, succes- 
sive depreciations occurring after World War I. Argentina, after temporarily 
freezing prices and suspending imports in an effort to prevent inflation and specu- 
lation, devalued the peso basically in line with sterling. In a rather left-handed 
manner, however, she attempted to alleviate many of her exchange difficulties 
by maintaining a multiple rate structure and introducing additional differential 
rates. Certain differential rates actually were based on the pre-existing dollar 
peso ratio and therefore represented an appreciation of the peso relative to 
sterling. On the other hand, the “free market’ rate for non-trade transactions 
declined by approximately 46 per cent, which greatly increased the peso price 
of American goods, and represented peso depreciation relative both to the dollar 
and sterling. Other rates ranged between these two extremes and applied to 
specific import and export transactions.”® Thus the central bank officials were 
supposed to manage this complex structure of foreign exchange rates for the 
greatest advantage to the Argentine economy. In effect, the practice was to 


* For an excellent analysis of this development, see the Federal Reserve Bulletin, October 


1949, pp. 1169-1181. 
® Ibid., p. 1171. See also The Economist, London, Feb. 18, 1950, pp. 393-4. 
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grant that exchange rate just required in view of the competitive position of 
Argentina and the objectives of Argentine foreign policy. In large part, however, 
such devices have proved of only temporary benefit in the sclution of Argentine 
domestic problems. 

The years from 1950 to 1953 have seen the Argentine situation worsen. Table 
1 indicates that inflation remains a serious problem. The currency supply has 
more than doubled, while deposit money has increased significantly. Imports 
in recent years have tended to exceed exports in value by considerable amounts. 
Table 2 indexes based upon 1948—100 reveal that the cost of living has risen 
from 131 in 1949 to 325 in 1953, while monthly manufacturing wages have only 
increased from 135 to 250 over the same period. Foreign exchange has continued 
in very short supply. However, by instituting complete import bans except for 
absolute essentials, Argentina has managed to exist on a day-to-day trade basis. 
Bilateral trade agreements have been made with several European and Latin 
American countries, and Argentina has been particularly successful in negotiat- 
ing trade agreements embodying many favorable concessions with Britain. 

A slow down in the rate of industrial and economic development is of longer 
range significance. Table 2 indicates that by 1953 industrial employment had 
declined by more than ten per cent, and foreign observers have reported abnor- 
mal business failures, factory shutdowns and growing inventories.” As a conse- 
quence, the Argentine government adopted a positive program of encouraging 
the inflow of foreign capital in July of 1953." Foreign investment in industry 
and mining, either in the form of foreign exchange or heavy equipment, was 
offered favorable treatment in profit remissions and the repatriation of capital, 
including capitalized earnings, after a ten year period. The significance of this 
effort is indeterminate at this time, but it is indicative of the problems pressing 
Argentina. 

CONCLUSIONS 

Argentina appears irretrievably committed to economic planning of a long 
run nature. At the same time, she has shown a willingness to adopt any or all 
expedients in the short run. The basic objective is to develop domestic industry 
in order to reduce dependence on foreign industry, to diversify Argentine produc- 
tion, to dampen the effects of cyclical fluctuations, and to provide a source of 
employment for a growing labor force. 

Certain features of the Argentine industrialization movement might well be 
summarized at this point. In the first place, forced by a lack of domestic capital- 
istic money markets and the unavailability of foreign capital to seek alterna- 
tive sources of funds, Argentina merely substituted a government money market 
rather than waiting for the time consuming process of private financial growth. 
Popular and official preference apparently dictated as rapid a rate of industriali- 
zation as possible, regardless of possible serious dislocations. For instance, the 


”™ The Economist, London, January 3, 1952, pp. 39-40. 
% Christian Science Monitor, November 17, 1952—from Montevideo, Uruguay 
™ The Financial Times, London, July 16, 1953, p. 1. 
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time schedule of the Peron Five Year Plan required that the bulk of imports and 
foreign exchange be used to foster industrialization, which kept many commodi- 
ties in short supply. in addition, employment laws agreeable to labor, dependence 
of the Argentine government upon deficit financing, and the distortions of World 
War II generated destructive inflation. This in turn increased internal costs in 
a@ manner detrimental to exporters, and consequently the Argentine government 
frequently has been forced to purchase vast surpluses of agricultural products. 
A more gradual rate of industrialization, along the lines adopted by the leaders 
of the Australian labor government, might have prevented many maladjust- 
ments. 

Officials responsible for the consummation of Argentine economic plans un- 
doubtedly are faced with serious dislocations requiring adjustment. It is equally 
evident that much of the Argentine difficulty is part and parcel of fundamental 
problems facing most of the world’s economies, a condition that patently limits 
the ability of any one nation to remedy such defects. In the case of Argentina, 
the long run solution probably lies in either world-wide currency convertibility 
or a fundamental rearrangement of her trade pattern whereby her sources of 
needed raw materials coincide with her major export markets. This latter de- 
pends primarily upon the ability of Britain to resume her role as an important 
producer and consumer in the face of rapidly rising demands upon her production 
occasioned by political and military commitments. 

Meanwhile, immediate necessity and the short run benefits of exchange con- 
trol have induced Argentina, even more than most other Latin American coun- 
tries, to adopt policies that render attempts by the International Monetary 
Fund to achieve convertibility exceedingly difficult. Indeed, Argentina, through 
her isolationist attitude, apparently hopes to obtain the benefits of world con- 
vertibility without having to relinquish her exchange control pattern. In the 
immediate future, at least, Argentina obviously will continue to use direct quan- 
titative and qualitative controls of bank credit, foreign trade, and domestic 
production for purposes of internal development and stability. The Banco 
Central, differing radically from the central banking institution conceived in 
1935, will remain an important government financial agency supporting and 
supervising the national economic plan. 





THE ‘STABILIZATION’ OF FRINGE BENEFITS UNDER 
THE 1951-53 WAGE CONTROLS PROGRAM 


GERTRUDE G. SCHROEDER' 
Washington, D. C. 


With the possible exception of overtime pay, shift differentials, and paid 
vacations, fringe benefits’ were not widely prevalent in American industry in 
the years before World War II. With respect to paid holidays, for example, 
according to National Industrial Conference Board studies fewer than 10 per 
cent of the firms surveyed in 1936 and 1940 granted holidays with pay to hourly- 
rated employees.’ The prevalence of fringe benefits increased enormously during 
and after World War II, however, as indicated by the fact that another Con- 
ference Board survey made in 1948 showed 76.6 per cent of the companies to 
be giving paid holidays to factory workers.‘ According to a 1943 study of the 
Bureau of Labor Statistics fewer than half of the union agreements in manu- 
facturing, mining and construction provided holidays with pay, whereas a 
similar study made in 1950 showed that 73.4 per cent of the agreements included 
paid holidays.* 

Partly because fringe benefits were much less common and partly because 
of differences in the economic and political environment, the problems of de- 
veloping stabilization policy applicable to fringe types of compensation were 
much less acute for wage stabilization agencies during World War II than they 
proved to be for those charged with such responsibilities during the 1951-53 
period of wage and salary controls. The National War Labor Board’s policy 
concerning fringes evolved gradually from decisions in dispute cases, with the 
primary emphasis being placed on findings with regard to prevailing practice 
in the area or industry involved. The term “prevailing’’ was never rigidly de- 
fined in terms of a specified percentage of employees or plants. By the end of 


‘The author was an economist in the Case Analysis Division of the National Wage 
Stabilization Board for a period of nearly two years and a half. This article is based in part 
on a much more detailed manuscript prepared by the author for inclusion in the Board’s 
official history, which has not been published for general distribution. References to the 
views of public, industry and labor members on matters of fringe policy are based ona review 
of verbatim transcripts of Board proceedings. 

* The term “fringe benefits’’ as used in this article refers to such items of non-wage com- 
pensation as: paid vacations, paid holidays, overtime arrangements, shift differentials, 
call-in pay, paid rest periods, and the like. The term does not include health, welfare, and 
pension benefits, for which the Wage Stabilization Board developed separate policy entirely 
different from that adopted for fringe benefits. 

* National Industrial Conference Board, ‘“‘Personnel Practices Governing Factory and 
Office Administration,’’ Conference Board Studies No. 238, 1936, p. 16; and ‘Personnel 
Policies in Factory and Office,’’ Studies in Personnel Policy No. 23, 1940, p. 8. 

‘National Industrial Conference Board, ‘‘Holiday Practices,’’ Studies in Personnel 
Policy No. 99, 1948, p. 8. 

* Monthly Labor Review, May 1943, p. 929; and Monthly Labor Review, January 1951, p. 24. 
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1945 approval was generally given to the so-called “standard” fringes: one 
week of paid vacation after one year’s service and two weeks after five years, 
time and one half after eight hours per day or on the sixth consecutive day of 
work, double time for the seventh consecutive day of work, and shift differen- 
tials of four cents per hour for work on the second shift and six or eight cents 
per hour for third shift work.* 

The continuing trend toward liberalization of existing fringe payments and 
introduction of a variety of new ones, together with the fact that such pay- 
ments represent costs to employers and compensation to employees (in the 
case of certain fringes), made it essential for the Wage Stabilization Board es- 
tablished during the 1951-53 controls era to formulate some kind of stabilization 
policy in the area of the fringes. Indeed, development of appropriate policies 
was & most critical problem, since lack of controls over fringes could have pro- 
vided a major loophole for circumvention of controls over wage rates. The 
formulation and administration of these policies to the satisfaction of the tripar- 
tite groups on the National Board proved to be exceedingly difficult, however; 
certairly problems arising from fringe policy occupied as great a share of the 
Board's time and attention as any other aspect of stabilization policy. Requests 
for approval of fringe benefits comprised a major part of the Board’s total case 
load. During the period November 1, 1951, to February 6, 1953, the National 
Board and its thirteen Regional Boards handled a total of 34,350 petitions 
involving one or more fringe proposals. By far the most common requests were 
for improvements in vacation and holiday benefits. Of the total number of fringe 


petitions decided 77.8 per cent were approved, 18.0 per cent were given modified 
approval, and 4.2 per cent were denied.’ 


THE FORMAL POLICY 


In its initial action in the area of fringe policy the Board took a ‘“‘cost-package”’ 
approach to a combined wage and fringe policy; this policy was expressed in 
General Wage Regulation 6, adopted by majority vote on February 15, 1951. 
This reglation permitted employers to increase wages, salaries, and other 
forms of compensation by an amount equal to ten per cent of wage and salary 
levels in effect during the payroll period nearest January 15, 1950. Fringe bene- 
fits could be instituted or liberalized after the date of the wage freeze order 
(January 25, 1951) only if employers were willing to charge the cost against this 
ten per cent allowance.* In other words, fringes could be granted as an alterna- 
tive to direct wage increases, not as an addition to them. 

Because of resignation of labor members the Wage Stabilization Board did 
not function from February 15 to May 8, 1951, and the “‘cost-package”’ approach 


* For a more complete exposition of the policies of the National War Labor Board con- 
cerning fringe benefits see: The Termination Report of the National War Labor Board, Vol. 
1, pp. 306-402. (Washington: U. 8. Government Printing Office, 1947.) 

? Economic Stabilization Agency, Wage Stabilization Board, Wage Stabilization Program, 
1960-63, Vol. II, p. 368, Table 20. (Mimeograph.) 

* General Wage Regulation 6, Sections | and 3. 
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therefore governed changes in fringe benefits for nearly six months. Labor mem- 
bers were opposed to this kind of solution, and public members of the reconsti- 
tuted Board, along with the Economic Stabilization Administrator, were in- 
terested in separating wage policy from fringe policy and adopting some kind 
of a “prevailing practice” standard to govern approvability of fringe proposals.’ 
The basic position of industry members was that either fringe benefits should 
be retained under General Wage Regulation 6, or as an alternative some kind of 
a cost limitation (e.g., one per cent of payroll) should be imposed. The “‘prevail- 
ing practice’ criteria proposed by public and labor members, they argued, 
would permit a company to adopt one by one a large number of fringe benefits, 
none of which exceeded industry or area practice, but the total cost of which 
could be very great. Industry members’ position is aptly described in the words 
of one of them, ‘“‘My youngster has a dime bank. It’s only a dime bank, but when 
it’s full, it’s ten bucks.’”!? 

The heated and sometimes acrimonious discussions of fringe policy culminated 
finally in July and August 1951 in the adoption of Resolutions 40 and 57 and 
General Wage Regulation 13, with some of the industry members dissenting. In 
these policy statements the ‘‘cost-package”’ approach was replaced by an “‘area- 
industry practice” standard. Thereafter, the major fringe benefits (vacations, 
holidays, shift differentials, overtime pay, and call-in pay) could be introduced 
or improved only if they did not exceed those prevailing in the appropriate 
industry or area; they could not be adopted by offsetting their cost against wage 
increases that might be permissible under General Wage Regulation 6. The Board 
later sought to implement this policy by adopting Resolution 59, which spelled 
out the meaning of the area-industry practice criteria, but only in broad and 
general terms allowing considerable latitude for interpretation. The resolution 
stated that in determining whether or not a proposed fringe benefit should be 
approved the Board would “use as a standard for comparison the practice of 
that group of establishments most appropriate to the preservation of historical, 
traditional, or otherwise normal patterns of adjustment.’’ An ‘“‘area”’ could be a 
city, a region, or even the whole nation, ‘‘as the Board deems most appropriate,”’ 
and the standard of area practice rather than industry practice was normally to 
be the basis for comparison." 

Though Regulation 13 covered the five major fringes enumerated above ‘“‘and 
such other fringe benefits as the Wage Stabilization Board may from time to 
time determine,” only one minor addition had been made to this list as late as 
April 1952. This meant that a large number of fringes, such as jury duty pay, 
paid funeral leave, wash-up time and severance pay, were in a kind of limbo, 
with no expressed policy of any kind applying to them. By the Spring of 1952 
lack of policy to govern these so-called ‘‘minor”’ fringes had become an important 


* The general attitude of the Economic Stabilization Administrator, Mr. Eric Johnston, 
toward wage and fringe policy was set forth in a letter dated February 27, 1951, to Cyrus 
Ching, Chairman of the non-functioning Wage Stabilization Board. 

1° Tranecript of Board Proceedings, July 10, 1951, p. 33. 

" Resolution 59, Paragraphs 1 and 2. 
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reason for the mounting backlog of unprocessed petitions and was also becoming 
an increasing source of irritation to the Regional Boards and to petitioners. The 
formulation of rules to apply to the miscellany of minor fringes proved a real 
problem for the Board, however, because industry members insisted on some 
kind of an overall cost limitation, and 'abor members insisted that at least some 
of the fringe items should be completely decontrolled. Several months of wran- 
gling resu!ted finally in a compromise solution whereby the area-industry practice 
criterion was extended to all fringes. In addition the Board stated that it would 
approve at its discretion any minor fringe item without applying the prevailing 
practice test if the item (1) was of minor cost and not unstabilizing, or (2) it was 
unique to the firm, or (3) it represented reasonable reimbursement to employees 
for expenses incurred in connection with their work.” 

Problems of interpretation immediately arose. How much was “minor” cost? 
In what ways could an item be of minor cost to a particular employer and yet 
be unstabilizing? Did the minor cost criterion apply to small improvements in 
the so-called ‘“‘major’’ fringe benefits (e.g., pro-rating of an existing vacation 
plan)? Was severance pay to be considered a major or a minor fringe? The Board 
never resolved problems such as these with explicit policy pronouncements, but 
rather left their solution to a case-by-case approach by those immediately 
responsible for ruling on petitions. 


THE FORMAL POLICY IN PRACTICE 


1. The First Phase. Although practices varied somewhat among the thirteen 
Regional Boards and from one time to another at the National Board, the period 
from the issuance of Regulation 13 in July 1951 to the late Spring of 1952 was 
on the whole one of fairly strict interpretation of the expressed fringe policy. As 
the months passed the National and Regional Boards, with the assistance of the 
Bureau of Labor Statistics, were able to collect a mass of data relating to fringe 
practices in a large number of labor market areas. The vast majority of petitions 
involving fringe proposals were judged by reference to these surveys, supple- 
mented by those of unions and trade associations and information supplied by 
petitioners. In determining approvability of a given proposal the practice shown 
by these area surveys to be prevailing was the decisive factor, unless petitioners 
could show a clearly established practice in their own industries for a more liberal 
benefit. 

The term “prevailing’’ was never defined explicitly by the {’ational Board, 
partly because no agreement could be reached on any definition and partly be- 
cause the Board wished to allow a certain amount of flexibility or “elbow room”’ 
for itself and its Regional Boards. Broadly speaking, it was the practice during 
this period to hold that a particular fringe was permissible if a majority (or ap- 
proximately a majority) of the plants or employees covered by the pertinent 
survey were receiving the proposed benefit. One of the Regional Boards even 


General Wage Regulation 13, Revised, April 11, 1952; and Amendment | to General 
Wage Regulation 13, April 18, 1952. 
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went so far as to pass a formal resolution specifying a fifty per cent test; later, 
however, the percentage was reduced to forty.” 

The problems involved in interpreting the meaning of “prevailing’’ were 
similar to those encountered in applying the Board’s inter-plant wage rate in- 
equity policy, which was also based on a concept of “prevailingness.”” Similar 
difficulties also arose under both policies in determining whether area practice 
or industry practice was to be the deciding factor in individual cases, and also 
in defining the industry and the area. Often the problem of delineating the labor 
market area was the central issue in deciding whether or not a particular proposal 
should be approved. For example, one group of petitions appealed to the National 
Board from the Boston Regional Board centered about the propriety of consider- 
ing Bridgeport and New Haven, Connecticut as a single labor market area.'* The 
decisions in a number of petitions involving requests for approval of eight paid 
holidays depended on whether New York City and Northern New Jersey con- 
stituted one labor market.'* 

2. The Second Phase. While the lack of precise criteria created obvious prob- 
lems, the National and Regional Boards were gradually working out a modus 
vivendi with the formalized fringe policies during the Winter and Spring of 
1951-52. This state of affairs was short-lived, however. During the early months 
of 1952 the Board became embroiled in a celebrated dispute case affecting vir- 
tually the entire basic steel and iron ore industries.'* Among the many disputed 
issues were union demands for liberalized vacations and shift premiums and for 
introduction of six paid holidays. This case presented the Board with the problem 
of establishing criteria for judging a proposed fringe benefit for an entire industry 
scattered over a wide geographic area. Application of the industry practice 
standard was obviously impossible, while use of the area practice standard in- 
volved serious difficulties. With industry members in vigorous dissent the Board 
finally recommended that the steel companies grant six paid holidays, shift 
differentials of six cents per hour for the second shift and nine cents per hour for 
the third shift, and three weeks of vacation after fifteen years of service. 

The recommended vacation provision could not be justified by the usual ap- 
plication of existing criteria, since it certainly did not prevail in the steel in- 
dustry and was prevailing practice in only a few of the areas where the steel 
companies operated. Instead the Board supported its recommendation by refer- 
ring to the practices in other major industries, such as automobile, farm ma- 
chinery, and rubber. According to an opinion released by the Board’s public 
members, “Since we believe that the recommended changes only eliminate an 


’ Final Report of Boston Regional Board, p. 6. 

Case No. 1-2152 Sound Scriber Corp.; Case No. 1-3320 Whitney-Blake Co.; Case No. 
1-1469 United Smelting and Aluminum Co.; Case No. 1-1679 The Safety Car Heating and 
Lighting Co. 

'® For example : Case No. 2-2793 Tele-Tone Radio Corp. and Case No. 2-3133 Fada Radio 
and Electric Co. 

16 Case No. D-18-C United Steelworkers of America CIO and Various Steel and Iron Ore 
Companies. 
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existing inequity to the steelworkers, and bring them closer in line with other 
industrial employees with whom they are properly compared, the recommenda- 
tions are justifiable under General Wage Regulation 13.”"” 

Within a short time after announcement of the steel recommendations came 
the inevitable demand by another major industry for similar treatment. This 
time the industry was the electrical industry, and the petitioners were the General 
Electric Company and the Westinghouse Electric and Manufacturing Corpora- 
tion, requesting approval of a liberalized vacation plan providing three weeks 
of vacation after fifteen years of service."* The Board approved the companies’ 
proposals by resort to rationale analogous to that used in the Steel decision. 
Subsequently, similar proposals were also approved for the aluminum and refrac- 
tories industries. Despite the obvious difficulties, not to mention inequities, of 
refusing approval of the “3 for 15” vacation plan in any future petition, in the 
face of these approvals of the plan for more than a million workers in the steel, 
electrical, aluminum and refractories industries, public members of the National 
Board continued to insist that these decisions were in some way non-precedent 
and that no violation of the criteria of Regulation 13 was involved. The Board’s 
industry members took a diametrically opposed view. In their written opinion 
on the General Electric case they assailed the “leading industry theory” upon 
which the petition was approved, maintaining, “Obviously, to accept such rea- 
soning means that the ‘area practice’ concept is being set aside and in its place a 
‘national pattern’ theory is being substituted by the Board’s action.’’” 

In the ensuing months an ever-increasing number of petitioners cited the steel 
and electrical decisions as precedent for approval of their own proposals, and 
labor members of the National Board began to press for automatic approval of 
the “3 for 15” vacation plan. The reactions of the Regional Boards to the two 
major decisions varied widely. Immediately after the General Electric approval 
the Boston Regional Board passed a resolution (later rescinded) for automatic 
approval of the benefit throughout the region. The Atlanta Board adopted in- 
formally the policy of approving the plan without question, while still other 
Regional Boards began to approve the “3 for 15” plan because it had become 
prevailing practice in many areas of the region as a result of the National Board’s 
approvals for major industries. Others, notably the Boards at Cleveland, Rich- 
mond, and Seattle, continued to judge approvability of vacation plans on the 
basis of the usual application of area-industry practice criteria. 

The adverse decisions by these Boards on the ‘3 for 15’ vacation plan resulted 
in a large number of appeals to the National Board, and at the same time the 
volume of appeals was increasing on other kinds of fringe benefits. An important 
reason for this was the divergent attitudes at the National and Regional Boards 


" Report and Recommendations of the Wage Stabilization Board in the Matter of the 
United Steelworkers of America CIO and Various Steel and Iron Ore Companies, March 
1952, pp. 12-13. (Case No. D-18-C.) 

'* Case No. N-15677 General Electric Co. and Case No. N-15126 Westinghouse Electric 
and Manufacturing Corp. 

'* Wage Stabilization Board Press Release No. 221, May 1, 1952. 
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toward the problem, highlighted by the steel and electrical cases, of how to handle 
proposals by large companies to establish uniform fringe benefits in all their 
plants located in many different cities. At the National Board the practice came 
to be to approve uniform fringe benefits for a large company’s plants regardless 
of location if it could be shown that the proposed fringe was area practice in 
cities where a majority of the affected employees were located. For example, the 
Board approved seven paid holidays for all of the Du Pont Company’s plants 
that did not already have the benefit when it was shown that more than half 
the company’s employees had been granted the benefit as a result of Regional 
and National Board approvals based on area practice. This method of dealing 
with the problem of multi-plant firms meant that in many instances the large 
company could secure approval of a fringe benefit in areas where it did not 
prevail, while at the same time an identical proposal would be denied for other 
employers in the area. In contrast to the attitude of the National Board, the 
Regional Boards generally took the position that fringe benefits for a plant of a 
multi-plant employer should be governed by the same standards that were ap- 
plicable to other employers in the same area. To do otherwise, in their view, would 
be inequitable and discriminatory and would make impossible the stabilization 
of fringe practices in many areas. 

Another factor contributing to the large number of appeals and to the in- 
creasing divergence in actions and attitudes among the tripartite memberships 
of the National and Regional Boards concerned the National Board’s handling 
of the matter of paid holidays. Christmas Day in 1951 and New Years Day in 
1952 fell on Tuesday, and Memorial Day and Independence Day in 1952 fell on 
Friday. The National Board passed resolutions which permitted employers at 
their discretion, and without regard to past practice, to give their employees as 
additional paid holidays the Mondays preceding or the Saturdays following these 
holidays.”® In effect, these resolutions gave approval for three additional paid 
holidays in 1952 and one additional holiday in 1951 without regard to the criteria 
for approval of such fringes as set forth in Regulation 13. Petitioners began to 
cite these resolutions as grounds for approval of requests for additional paid 
holidays. Inconsistent though it may seem, the National and Regional Boards 
continued to deny any such proposals that were not specifically supported by 
area or industry practice. 

In the realm of the minor fringes, too, the actions and attitudes of National 
Board members tended to be more liberal than those of many of the Regional 
Board members. Following enunciation of the policy governing approval of the 
minor fringes some of the Regional Boards established specific standards for 
judging some of these fringes, viewing this procedure as a constructive method 
for handling expeditiously a large volume of petitions. The New York Regional 
Board agreed, for example, that three days of leave was a reasonable standard 
for judging paid funeral leave .proposals and would disapprove requests for 
more generous leave allowances. The National Board tended to reverse unfavor- 


2° Resolution 73, December 19, 1951, and Resolution 110, October 21, 1952. 
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able Regional Board decisions on minor fringes when they were appealed, and 
in the face of these reversals Regional Boards dropped their specific standards.” 

3. The Third Phase. By the late Summer and early Fall of 1952 an extremely 
chaotic situation existed in the area of the fringes as a result of the aftermath of 
the steel and slectrical decisions and the inconsistent actions of the National and 
Regional Boards. At the National Board labor members continued to press 
strongly for liberalization of Regulation 13, and, with the purpose of forcing more 
speedy action, took the unprecedented step of refusing to vote on ‘‘split decision” 
cases coming to the Board from its subordinate counterpart, the Review and 
Appeals Committee.“ During October and November 1952 the Board held a 
series of meetings to discuss fringe policy. As early as February labor members 
had began to urge decontrol of many of the fringes, and they continued to argue 
that this step should be taken. In addition they wanted expansion of the criteria 
for judging approvability of fringe benefits, to include specifically (1) intra-plant 
comparisons, (2) inter-plant comparisons, and (3) tandem relationships. These 
criteria meant that a given fringe proposal could be approved for a unit of em- 
ployees if (1) another group in the same plant had the benefit (e.g., extension to 
guards of a vacation plan already in effect for plant workers), or (2) the benefit 
was in effect in a few other firms in the area with whom the petitioner might 
properly be compared, or (3) the benefit was in effect in another company whose 
wage adjustments had been followed by the petitioning firm for at least five years. 
In support of their position labor members maintained that the three criteria 
were already recognized in Resolution 59, which was issued in September 1951 
to clarify fringe policy and which stated, “‘In passing upon requests for approval 
of fringe adjustments . . . the Board will use as a standard for comparison the 
practice of that grouping of establishments most appropriate to the preservation 
of historical, traditional or otherwise normal patterns of adjustment.’’ They 
also cited the Board’s approval of fringes in the steel and refractories industries 
on the basis of a showing of tandem relationship. 

Industry members objected vigorously to any semblance of decontrol, par- 
ticularly to proposals that employers should be allowed to institute certain 
“minimum” fringe benefits, such as six paid holidays, without the necessity for 
receiving prior Board approval. They argued that the decontrolled fringe items 
would become targets in collective bargaining. Regulation 13, they maintained, 
had been designed to permit laggard groups to catch up with prevailing fringe 
practices in a specific area or industry, and decontrol of any kind coupled with 
the addition of new criteria for considering fringe benefits was tantamount to 
abandonment of controls over non-wage items of compensation. Industry mem- 
bers were especially critical of the intra-plant comparison criterion, because they 


™ Final Report of the New York Regional Board, pp. 19-20. 

"The Review and Appeals Committee was a tripartite body which gave preliminary 
consideration to appeals and other cases requiring National Board action and which made 
recommendations for their disposition. A ‘‘split decision” case was one where one or more 
members of the Committee dissented from a majority decision and requested consideration 
of the case de novo by the National Board. 
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feared it would lead to extension to plant workers of the traditionally more gener- 
ous fringes generally enjoyed by white collar workers, and to similar “tail- 
wagging-dog”’ situations. 

Finally, on November 25, 1952, the Board, with industry members dissenting, 
approved Amendment 2 to General Wage Regulation 13, which specifically 
permitted approval of fringe benefits on the basis of the three criteria urged by 
labor members. Ten days later the Wage Stabilization Board again broke up, 
this time because of resignation of industry members in protest against President 
Truman’s reversal of the Board’s decision in the bituminous coal case. An all- 
public Wage Stabilization Committee was then convened to carry on the Board’s 
case processing activities, and promptly began to attack a huge backlog of 
petitions, a large proportion of which involved fringe proposals. Nearly all of 
these proposals were approved under the liberalized Regulation 13. Also, in an 
effort to clarify the revised regulation the Committee Chairman sent a memoran- 
dum to the Regional Boards emphasizing the importance of considering peti- 
tioner’s “normal patterns” of establishing fringe benefits in the past, rather than 
relying on ‘‘a statistical count of firms and workers’”’ in determining the approva- 
bility of fringe proposals. The memorandum also indicated, in effect, that the 
three fringe benefits approved by the Board in the steel case should now be al- 
lowed almost without question; specifically, it stated, ‘‘There is a presumption 
for approval of these particular fringes, which are now prevalent throughout most 
of American industry, unless approval would be unstabilizing.’™ 

The manner in which the liberalization of Regulation 13 affected decisions in 
particular cases is well illustrated by actions taken on a group of more than 30 
petitions involving a variety of industries in St. Louis, Missouri. Most of the 
petitions concerned either the International Association of Machinists or the 
International Brotherhood of Teamsters, seeking approval of a seventh paid 
holiday or vacations of one week after one year of service and two weeks after 
two years, or both, and claiming that these benefits were included in a large 
number of their contracts in the area. The Kansas City Regional Board de- 
nied the petitions, since all available surveys indicated conclusively that only 
a small minority of employees in St. Louis received these fringes; the petitions 
were then appealed to the National Board. Following issuance of Amendment 2 to 
Regulation 13 these appeals were reviewed by the Wage Stabilization Committee, 
and all but one were approved. The basis for approval was a determination that 
the unions’ own memberships in the area constituted the appropriate compar- 
ison groups and a finding that the proposed benefits were in effect in a substan- 
tis! number of their agreements. No evidence was submitted to indicate that a 
majority or even a substantial percentage of employees received the benefits pro- 
posed. In reality it appeared that the unions were merely seeking to continue 
their attempts, started before the wage freeze, to establish uniform fringe benefits 
in all their contracts in St. Louis. 

2* Memorandum to All Regional Chairmen from Charles C. Killingsworth, Chairman, 


Wage Stabilization Committee, ‘‘Standards for Acting Upon Certain Major Fringes,” 
January 19, 1953. 
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SOME CONCLUSIONS 


In evaluating the experience of the Wage Stabilization Board with the control 
of both wage and non-wage forms of compensation it is essential to remember 
first of all that the Board was a tripartite agency, bringing with it the innumer- 
able conflicts and compromises that seem inherent in that form of administrative 
body. Even more important, however, was the nature of the economic and 
political climate within which the wage cuntrols program operated. It was a 
period of partial mobilization, of quasi-emergency. Labor had nut accepted a 
no-strike pledge, and there was far from universal agreement on the necessity 
for direct wage and price controls to curb inflation. In such a context it is to be 
expected that the major interest groups in the economy would exert strong pres- 
sures for special treatment and for a maximum of ‘‘business as usual.’”’ Hence the 
price control program was weak, with major items affecting wage earners’ living 
costs being exempted entirely. A tight wage control program cannot be main- 
tained when the cost of living rises month by month, and such was the situation 
during most of 1950-52. 

In formulating a policy for “stabilizing” fringe items of compensation in this 
kind of a setting the Wage Stabilization Board had these basic alternatives: (1) 
to treat wage and non-wage compensation as a single package and to establish 
a ceiling on the permissible increase in the cost of the package; (2) to divorce 
wages from fringes and to set separate cost limitations for each; (3) to establish 
a separate ceiling for each particular kind of fringe benefits and to deny more 
liberal benefits; (4) to permit adjustment of fringe benefits regardless of cost to 
employers if such adjustments are necessary to allow laggard groups to catch up 
with other groups with whom they might properly be compared. The Board chose 
the latter alternative, and in so doing it inherited most of the same problems that 
plagued the National War Labor Board, which had made a similar choice. How 
shall an “area’’ be defined? An “industry”? What does “prevailing’’ mean? 
The Wage Stabilization Board’s answers to these questions were shifting and 
imprecise. An “area’’ could be a city, a state, a few states, or the whole nation, 
as “appropriate.” For example, a plant producing sulfuric acid could be con- 
sidered a part of the sulfuric acid industry, or of the industrial chemicals industry, 
or more brvadly still, of the chemicals industry as a whole. Petitioners generally 
selected that particular definition of area or industry that best supported approval 
of their proposals. One of the most difficult of the Board’s tasks was to evaluate 
the validity of these selections or to make its own alternative selections. The term 
“prevailing” could mean almost anything; certainly, many different interpreta- 
tions were placed on it by the various Regional Boards and by the National 
Board, and its meaning also changed from one time to another. 

Failure to adopt and maintain at least fairly precise standards for application 
of fringe policy meant that in actual practice the Board used essentially a case 
by case approach to handling fringe proposals. This procedure resulted in in- 
consistent decisions and in inequitable treatment of petitioners. Then, too, the 
National Board applied its vague and shifting fringe policies more liberally than 
did the Regional Boards, resulting in numerous reversals of appealed Regional 
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Board decisions on grounds that often seemed inadequate to the Regional groups. 
The effect on morale of Regional Board members and their staffs is obvious. 

Some of these difficulties might have been avoided if the Board had taken a 
different approach to fringe policy. Most fringe benefits of the kind here under 
discussion do not increase the amount of spendable income in the hands of em- 
ployees; rather, they merely increase employers’ production costs. In other words, 
they are inflationary on the cost side primarily, and not on the income side to 
any extent. Greater control over the inflationary aspects of fringes might have 
been achieved by treating wages and fringes as one package and establishing a 
limitation on the permissible increase in the cost of the package. In opposition 
to this approach it was argued by some Board members that it is impossible to 
compute the cost of many of the fringe benefits. Admittedly such computations 
pose a real problem, but surely not an insoluble one. It is hoped that future re- 
search will result in the development of adequate techniques for determining 
the costs of the various types of fringes, so that should wage controls again be 
needed, serious consideration can be given to the “cost-package’’ approach as a 
feasible alternative to the “prevailing practice’ approach taken by wage controls 
agencies in the past. Under that approach, at least as it worked out during the 
controls period of 1951-53, employers and employees were permitted, by and 
large, to “have their cake and eat it too.’’ If future wage stabilizers elect neverthe- 
less to adopt once again the area-industry practice standard, they would be well 
advised to establish minimum levels for each of the important fringes which 
could be put into effect without prior approval. Provision for such minimum de- 
controlled levels would have saved a small mountain of paper work for petitioners 
and for the wage controls agencies of World War II and also those of the 1951-53 
controls period. 
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EFFECTS OF EXCISE TAX AND FREIGHT COST: A 
GEOMETRICAL CLARIFICATION 


Economists have been in widespread agreement that pricing in a spatial 
economy follows the same rules as pricing in a non-space economy. They claim 
that consideration of space requires the addition of freight cost to marginal cost 
in the derivation of monopoly price just the same way as the excise tax is added 
to marginal cost in computing its effect on monopoly price. It follows from this 
view that the shifting and incidence of freight cost is identical to that of the 
excise tax. In the words of Mr. Smithies, ‘“The imposition of a freight rate is 
precisely analogous to the imposition of an excise tax per unit of commodity.’”! 
August Lésch? and Edgar M. Hoover* are among other prominent writers who 
have subscribed to this view. Significantly, however, the analogy between the 
excise tax and freight cost is neither precise nor generally correct; it holds only 
under the special cases of spatial price discrimination, sales to a single buyer 
who is located at a distance, or sales to a group of buyers, each of whom is lo- 
cated at the same distance from the seller. The following simple geometrical 
example, in compliance with the assumptions used by the aforementioned writers, 
shows the lack of precise identity between the impact of an excise tax and of 


freight cost on price, and the special cases in which they are, in fact, identical. 


Il 


Assume two buyers are evenly dispersed along a line, that their demand curves 
are identical, linear, and negative in slope. Further, for methodological simplicity, 
assume that marginal costs are not only constant but zero. Let D, and D, in 
Figure la and 1b respectively, represent the demand curve of each buyer, and 
let D., in Figure lc, represent the composite demand curve of the two buyers, 
with DMR, as its associated marginal revenue. 

If BMC, Figure 1c, depicts the excise tax per unit of product, it follows, by a 
well known theorem, that monopoly price (P.) is equal to ; + ad where b 
stands for the price intercept; or, conversely, that the net-mill price (P’.) of the 
seller is equal to : - = One-half the excise tax is, in effect, absorbed in es- 
tablishing net-mill price. 

In order to show geometrically that the absorption in net-mill price of freight 


' Arthur Smithies, “Optimum Location in Spatial Competition,’ Journal of Political 
Economy, XLIX, 1941, pp. 423-439, 429. 
* Die rdumliche Ordnung der Wirtschaft, 1944, p. 104. 
* “Spatial Price Discrimination,’’ Review of Economic Studies, IV, 1935-1936, pp. 182- 
191, 183, 184. 
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cost is not precisely analogous to that of the excise tax, it is necessary to prove 
that the collection of OB dollars (Figure 1c) of freight on each unit of commodity 
sold calls forth a different rate of absorption in net-mill price than in the case of 
an excise tax. For such demonstration, let us first treat the excise tax problem 
again, only this time, in a geometrical way that apparently has escaped those 
who are concerned with pricing over space. 

Let D, and D,, in Figure 2a and 2b, represent the same demand curves as 
shown in Figure la and 1b; and, let D’;, and D’:, in Figure 2a and 2b, represent 
the net demand curve of the same buyers, that is, their gross demand curves, 
D, and Dz, less the excise tax per unit of commodity. Figure 2c depicts the com- 
posite net demand curve; it is equivalent to the composite gross demand curve 
of Figure 1c less the excise tax represented by OB in Figure Ic. It follows that: 


(1) D’O (Figure 2c) = DO — BO (Figure Ic) 
And because (2) P’, (Figure 2c) = 4% D/O 
And (3) P, (Figure lec) = 4% (DO + BO) 
(4) P’. = P, — BO; or equivalently, 44 D’O = \% (DO — BO) 


The demonstration in Figure 2 offers the same results as Figure 1. One-half the 
excise tax is absorbed in net-mill price. 

Suppose we use the same geometrical method as that of Figure 2, assuming, 
now, tha‘ rather than an excise tax levy being charged on each unit of commod- 
ity the burden that is being imposed is a freight rate. Under a spatially formed 
problem, it is apparent that the demand curves of buyers will be reduced in 
accordance with the freight that each is to pay. If it is assumed that of two 
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buyers, one is located next door to the seller, this buyer’s net demand curve is 
identical to his gross demand curve. Thus, in Figure 3a, d,; stands for not only 
the gross demand curve but the net demand curve of a spatial buyer located next 
door to the seller. If the other of the two assumed buyers is located at a distance 
from the seller, his net demand curve is less than his gross demand curve by the 
amount of the freight rate to his locality. Thus d’, in Figure 3, represents the 
net demand curve of the distant buyer. This net demand curve d’; is postulated, 
for the time being, to be less than this buyer’s gross demand curve d, (Figure 3b), 
by an amount equal to twice the quantity OB (Figure Ic) or quantity DD’ 
(Figure 2a and 2b); in other words, the freight rate to the distant buyer’s local- 
ity is assumed to be twice the excise tax per unit of commodity that was hy- 
pothesized in setting up Figures 1 and 2. Aggregating the net demand curves of 
each buyer (Figure 3a and 3b) leaves the parabolic composite net demand curve 
(d’c) of Figure 3c and the associated broken marginal revenue curve d’MRce. 
The derived monopoly net-mill price of the seller is equal to p’., which the reader 
can readily visualize to be the equal of P’. of Figures 1 and 2.‘ 

Reading back to Figure 3b, at price p’c, OF units of goods are purchased by the 
distant buyer; his freight cost is equal to the freight rate (dd’) times OF, or (be- 
cause OL = dd’) OLJ/F. At price p’c, the buyer located next door to the seller’s 
factory purchases OG units. Thus, in Figure 4, we find that at price p’c, the quan- 
tity purchased is equal to OH (equal to OF plus OG), and the allocated freight 


* It does not require a formal display to hold that p’c (Figure 3c) = P’c (Figures 1 and 
2). Patently, the composite net demand curve of Figure 2c blends into one with the com- 
posite net demand curve of Figure 3c at points below the breaking point in the demand 
curve d’c. Accordingly, the marginal values of the curves D’c (Figure 2c) and d’c (Figure 3c) 
coincide at all points below the breaking point of d’c. 
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cost per unit of final good sold is equal to OC (OC times OH equals OCKH, 
Figure 4, equals OL times OF equal to OLJF, Figure 3b). Because OB (Figure 
1) > OC (Figure 4),* the freight rate charged the distant buyer (dd’ in Figure 
3b) is not enough to fulfill the requirements of the problem stated earlier that 
the excise tax per unit of commodity must equal the freight cost allocated to 
each unit. It is necessary to increase the freight rate from dd’ of Figure 3b to 
a” d of Figure 5b to place the references on equal footing. 

In Figure 5b, the freight rate dd” yields the net demand curve d”, of the dis- 
tant buyer, which, when added to d, of Figure 5a (equal to d,; of Figure 3a) 
leaves, in turn, the composite demand curve d’c of Figure 5c. The derived monop- 
oly price p”c, Figure 5c, calls forth sales of OF’ units to the distant buyer (Figure 
5b) and OG’ units to the proximate buyer. The total freight cost OL’, (equal to 
dd”) times OF’, amounts to OL’J'F’, which when allocated over the total quan- 


* It is obvious that, at any price, a buyer located next door to a seller purchases a larger 
quantity of goods than a buyer located at a greater distance from the seller, ceteris paribus. 
Thus the allocated freight cost per unit of commodity sold (to both the proximate and 
distant buyer) will be less than half the freight rate to the distant buyer. It follows that 
because : 

(1) dd’ (the freight rate) = 20B 
(2) OC (the allocated freight cost) < OB 


It might be noted briefly at this time that, unlike the excise tax problem, more than 
half of unit freight cost is being absorbed by the seller in deriving his net-mill price. Thus, 
because 

(3) P’c (Figure 1) = p’c (Figure 4) 
And (4) P’c (Figure 1) = 44 (DO — BO) 
And (5) OB (Figure 1) > OC (Figure 4) 

(6) p’c = 4 (dO) — > & (CO) 
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tity sold in the market OH’ (Figure 6, equal to OF’ plus OG’) leaves a freight 
burden per unit of final good sold of OB (Figure 6) equal to OB (Figure 1). 

The prerequisite of the problem (to compare the impact of an excise tax on 
monopoly price with the impact of an identical unit of freight cost on monop- 
oly price) has been met. In end derivation, we shall find that the impact of freight 
cost on monopoly price is greater than the impact of an excise tax on monopoly 
price, for, as will be explained in the next and final section, p’c is less than P’c; 
in other words, the absorption in price of freight cost is greater than the absorp- 
tion in price of an excise tax. 


bee 


The pitfall which blocked Smithies, Lésch, and Hoover was the failure to 
realize that the composite demand curve of spatial buyers (burdened with 
freight charges) is more elastic over equally relevant ranges of prices than the 
composite demand curve of non-spatial buyers who are buying a commodity 
against which an excise tax is being levied. This fact can be demonstrated 
quite simply by comparing D’c with d’c in Figure 7c.* 

By well established geometrical theorems, it is clear that at any given prices 
above the break off point on the d’c curve, the elasticity of the spatial demand 
curve is less than the elasticity of the non-spatially derived demand curve. But 
none of these prices are relevant, for the problem of comparing the impact of an 
excise tax on monopoly price with the impact of freight cost on monopoly price 
requires a comparable base; such identical footing inherently necessitates the 
inclusion of the distant buyer in the analytical framework that is to be used for 
comparative purposes. Clearly, at prices above the break off point on d”c, sales 
are not made to a distant buyer, and comparison would be left between only the 
impact of an excise tax on the monopoly price of a seller selling to two buyers 
and the monopoly price of a seller selling to one buyer, which comparison is 
largely meaningless. It follows that the relevant range of prices and elasticities 
to be compared lie at points below the break off place on the d”c curve. By a 


* In deriving D’c, we have summed the demand curves (D’, and D’;, Figure 7a and 7b 
respectively) of non-spatial buyers who are purchasing a commodity against which an 
excise tax has been levied. In deriving d’’c, we have summed the demand curves (d; and 

’',, Figure 7a and 7b) of the spatial buyers, one of whom is burdened with a freight rate 
of such proportion that the allocated freight cost per unit of commodity sold is equal to 
the unit excise tax. 
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well known modification of the Marshallian measure of computing point elas- 
ticities, it can be shown that at identical prices the elasticity of the lower demand 
curve (the spatial composite net demand curve) is greater than the elasticity of 
the higher demand curve (the non-spatial composite net demand curve). It 
follows that the monopoly price of the spatial seller is lower than that of the seller 
on whose product an excise tax has been levied; accordingly, the absorption of 
freight cost in price is greater than the absorption in price of an excise tax.’ 
It is only when all buyers are at the same distance so that each net demand curve 
is the same, or when a single buyer at a distance is being considered, or when 
spatial price discrimination exists such that each buyer is treated as if he were 
the only buyer, that freight costs have identically the same impact on price as 
the excise tax. In these particular cases, the geometrical formulation of Figure 1 
is applicable to spatial problems (OB can be defined as the freight rate and one- 
half of it will be absorbed) ;* in all other spatial cases, Figure 1 is not only not 
applicable but significantly misleading. In historica] retrospect, one is forced to 
conjecture that such geometrical formulation was responsible for drawing the 
conclusion that the analogy between freight costs and excise taxes is precise, 
when, in fact, the difference in impact of these burdens is substantial.* 
Rollins College Me vin L. GreennutT 


7 And see D. Philip Lock!lin, The Economics of Transportation, 3rd ed., 1951, p. 22, for 
another example of a writer who fell into the trap of extending the geometry of Figure 1 
to spatial problems. He states that, ‘“The effect of increases in freight rates follows the same 
laws that determine the shifting and incidence of taxes on commodities.’”’ Actually, the 
effect of increases in freight rates is to cause a still relatively greater absorption of freight 
than would be the case in the event of an increase in excise tax. 

* Clearly, in each of these particular cases, the composite net-demand curve is not a 2d° 
curve but strictly linear. Indeed, in two of the cases (spatial price discrimination and a 
single buyer market) the composite net-demand curve is simply the net-demand curve of 
the buyer in question. 

* This is not the place to establish laws of freight absorption in net-mill price. In fact, 
in the view of this writer, a mathematics outside of geometry (the calculus) appears to 
be the only method that can formulate such rules. Some such formulations by this writer 
prompts the views that the amount of freight absorbed in net-mill price depends on three 
factors other than the demand and cost functions: (1) the freight rate, (2) the location 
(dispersion) of the buyers, and (3) the number of buyers. Under these considerations, but 
still assuming the same demand and cost functions of the writers mentioned in this paper, 
it can be shown that the absorption in net-mill price of freight cost varies from 50 per cent 
to much more than 100 per cent absorption, as the case may be for propositions (1)—(3) 
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WALTER JEFFRIES MATHERLY 
1888-1954 


Walter J. Matherly was born in Mackville, Kentucky, on May 3, 1888. He 
died suddenly of a heart attack in Gainesville, Florida, September 25, 1954. He 
spent his early life as a farm boy in Kentucky. He received his undergraduate 
training at William Jewell College, Liberty, Missouri, where he was graduated 
in 1915 with an A. B. degree. In 1916, he received his M. A. degree from Wash- 
ington University, St. Louis. He did further graduate work at the University 
of Minnesota and the University of Chicago. William Jewell College awarded 
him an honorary LL. D. in 1940. 

During World War I, Dean Matherly served as a chaplain with the rank of 
First Lieutenant with the U. 8. Army. He taught for one year, 1919-20, at 
Georgetown College, Kentucky, and then was appointed to the faculty of the 
School of Commerce at the University of North Carolina, where he remained 
until 1926. Coming to the University of Florida in that year, he organized the 
College of Business Administration and became its first Dean, a position he held 
until his death. Dean Matherly’s career at the University of Florida thus ex- 
tended over a twenty-eight year period, during which time he served this institu- 
tion ably not only as Dean of the College of Business Administration but in many 
other capacities as well. He was in the forefront of the movement to establish a 
general education program at the University of Florida and served as Acting 
Dean of the General College during its first two years of operation, a post he re- 
assumed for one year during World War II. He was for many years president of 
the University’s Athletic Association. He played a major role in shaping Uni- 
versity policy generally. His primary contribution to the University, however, 
was the development of its College of Business Administration, an activity to 
which he devoted his very generous talents and in which his interest and en- 
thusiasm never flagged. In fitting tribute and memory, the new building in which 
the College of Business Administration is housed has been named Walter J. 
Matherly Hall. He was a recognized national leader in the field of business edu- 
cation, having served as president of the American Association of Collegiate 
Schools of Business in 1935-36. His interest in this field gave rise to a book, 
Business Education in the Changing South. 

While Dean Matherly was basically an educator in the best sense of-the word, 
he served his community and state in a wide range of activities. He was par- 
ticularly interested in public health and welfare, serving as president of the 
Florida State-wide Public Health Committee for three years and as state chair- 
man for fund raising campaigns for the American Cancer Society and the March- 
of-Dimes. He served as district governor of Rotary International and as presi- 
dent of the Florida State Elks Association. For the latter organization, he was 
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largely instrumental in setting up a trust fund for the Harry-Anna Crippled 
Children’s Home and obtained financial support for the Home which will be a 
lasting tribute to his efforts to help the unfortunate. Dean Matherly was a mem- 
ber of the Regiona! War Labor Board, a director of the Florida State Chamber of 
Commerce, and a director of the Jacksonville Branch of the Federal Reserve 
Bank of Atlanta. 

Dean Matherly had the leading role in the formation of the Southern Eco- 
nomic Association. He called the meeting in Atlanta in December, 1927, which 
led to the holding of the first Southeastern Economics Conference in Atlanta on 
November 8 and 9, 1928. At the second conference the following year, a formal 
organization was set up and Dean Matherly was elected first president of the 
Association. A few years later, he served as vice president in charge of member- 
ship. Throughout his life, he maintained a lively interest in the affairs of the 
Association and was particularly delighted to represent the host institution when 
the Association held its 25th Anniversary meeting in Jacksonville in 1952. 

Dean Matherly was regarded throughout his career at the University of 
Florida as an outstandingly able administrator. He gave unsparingly of himse'f 
to the many demands on his time and talents. He commanded the respect and 
admiration of those who served with him. In guiding the training of an important 
segment of the present business leaders of Florida he has left an impression on 
the State’s business community which will be a lasting memorial to this gifted 
and versatile man. 

University of Florida Joun B. McFerrin 
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The Political Element in the Development of Economic Theory. By Gunnar 
Myrdal. Translated from the German by Paul Streeten. Cambridge, Mass. : 
Harvard University Press, 1954. Pp. xvi, 248. $5.00. 

In a book which presents challenges to thinking on almost every page, Myrdal 
discusses the role of economics in politics and traces this relationship in the 
development of economic thought. The classical theory of value, the neo-classical 
theory of value, the theory of public finance, and the idea of “social housekeep- 
ing”’ (a carry-over of the idea of “household economics”’) are examined with this 
relationship in mind. 

Myrdal finds that, throughout its development, economic thought has been 
interlaced with political elements. In view of what he believes to be the essential 
character of econcimics, he does not consider this condition a wholesome one. 

“The task of economic science is to observe and describe empirical social 
reality and explain causal relations between economic facts.’”’ Its scientific goal 
“is to achieve a knowledge of the world in which we live, sufficiently adequate to 
enable us to forecast future events and thus to take precautions to fulfil our 
wishes rationally. To determine what our fears and wishes ought to be is, how- 
ever, outside the realm of science’ (p. 1). 

Politics, on the other hand, is concerned with the establishing of objectives 
and the achieving of goals. It is concerned with the “education” of those whose 
support must be sought if programs are to be devised and carried out. The poli- 
tician reasonably may expect that the economist will explain the actual situation 
and state the effects of different possible modes of action in relation to the same 
initial situation. Further than this the economist, as a scientist, cannot go. As 
a scientist he cannot enter the realm of subjective valuations; he cannot 
say, ‘This is good, that is bad’’; he cannot say, ‘“This ought to be, that ought not 
to be.” 

In practice, Myrdal find-, economists too frequently have failed to observe 
the distinction between economics and politics. This fact has enabled politicians, 
in support of their plans, to utilize allegedly “‘economic’’ opinion favorable to 
their plans irrespective of the lack of scientific foundation for such opinion. 

With Myrdal’s genera! thesis this reviewer finds himself in complete concur- 
rence. ‘Only if economists are modest in their claims and renounce all preten- 
sions to postulate universal laws and norms can they promote effectively their 
practical objectives, viz., to keep political arguments rational, that is to say, to 
base them on as complete and as correct a knowledge of the facts as possible”’ 
(p. 206). This reviewer would add, however, that as human beings economists 
will be interested in setting up standards and in achieving goals. As human beings 
they will not be willing merely to gather sticks while somebody else lights the 
fire. 

Challenging though it is, the book is hampered by its style. The arrangement 
is not clear cut, the procedure is somewhat discursive, the treatment is need- 
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lessly involved. The ‘roundabout method of production” seems to have been 
carried over into the writing of this book. 

Nevertheless, statements frequently occur which startle the reader with their 
clarity. When Myrdal calls a spade a spade, there is no possibility of misunder- 
standing his meaning. For example, “One might also say that the ultimate aim 
of all policy is the public weal. But what does this mean? If it is a truism it says 
nothing, if it says anything it is not a truism” (pp. xv—xvi). “‘On the one hand, it 
is emphasized that economic science only observes social life and analyzes what 
can be expected to happen in different circumstances, and that it never attempts 
to infer what the facts ought to be. On the other hand, practically every econo- 
mist draws such inferences. And the various specific economic theories are most of 
the time arranged for the very purpose of drawing them”’ (p. 5). ““The normative 
bias gave an emotional drive to research” (p. 53). Concerning hedonistic theory, 
“The theory is claimed to be correct in the sense that anybody who acts in ac- 
cordance with it acts as the theory claims he does”’ (p. 92). With reference to a 
frequent error, ‘By using the fiction of a purpose where there is only causal 
sequence, value judgements are smuggled into arguments” (p. 115). 

The translator, Paul Streeten, has a ten-page appendix on ‘Recent Contro- 
versies.”’ 

The University of Tennessee Frank B. Warp 


Relation of the State to Industrial Action and Economics and Jurisprudence. Two 
essays by Henry Carter Adams. New York: Columbia University Press, 1954. 


Pp. viii, 182. $3.00. 

Joseph Dorfman contributes notes and an introductory essay, ‘“‘Henry Carter 
Adams: The Harmonizer of Liberty and Reform,” to this reprint of two papers 
by an early president of the American Economic Association. The introduction is 
necessary, since Adams is by now an almost forgotten economist and both the 
theory and the practice of economic individualism have changed substantially 
since the years (1887 and 1897) in which these papers were initially published. 
The average reader is likely to discover, however, that the introduction has been 
so thorough as to diminish the value of studying the reprinted essays. Dorfman 
ably summarizes their contents as well as presenting their author in his historical 
setting. 

Adams’ writings show the influence of the German historical school, English 
Christian socialism, and the economic mainstream of individualistic thought. In 
1954 much of what he has to say sounds truistic, partly because Adams and his 
colleagues fought the good fight. Almost no one any longer claims that “human 
nature’”’ results in the market behavior described by the Classical economists; 
the advantages of public regulation of “natural monopolies” are obvious; and 
even the most strongly anti-interventionist economists rarely object to govern- 
ment action (such as child-labor laws or S. E. C. regulation) intended to raise 
the moral plane of competition. 

Two of the stands which Adams takes, however, are not nearly so widely ac- 
cepted. Probably very few social scientists today agree with his argument that 
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governmental corruption in the nineteenth century was attributable chiefly to 
the minor role assigned the state and thus was largely remediable through an 
expansion of state powers. The argument that property rights properly grow out 
of custom and that industrial employees therefore should legally be granted 
various rights with respect to their jobs, has been developed further by Commons 
and his followers, but does not command universal acceptance. The Adams- 
Commons theory of property rights, with its emphasis upon the restrictions on 
legal liberty inherent in any property system, cannot be consistently held by the 
economist who thinks that in ‘“‘freedom”’ he has a definite criterion, a firm basis of 
governmental policy. 
Indiana University Henry M. Ottver, Jr. 


Monopoly and Competition and Their Regulation. Edited by Edward H. Cham- 
berlin for the International Economic Association. London: Macmillan and 
Co., 1954. Pp. xiv, 549. $7.50. 

Economists can now acquire a one-volume library on monopoly and competi- 
tion. The 24 papers read at a 1951 conference organized by the International 
Economic Association are classified according to the following broad headings: 
“Monopoly and Competition in Various Countries,” “Forces Making for or 
against Monopoly,” ‘Theoretical Problems of Competition,” ‘Monopoly, 
Competition, and Welfare,”’ “How to Make Competition Work,” ‘““Techniques 
of Control,” ““Monopoly and Other Economic Problems,” ‘Nationalization as an 
Alternative to Private Monopoly.”’ Contributors include leading economists from 
the United States, Great Britain, South Africa, Canada, Western Germany, 
Denmark, Belgium, France, Netherlands, Switzerland, Norway, Austria, Italy, 
and Sweden. Elizabeth Henderson appends a summary record of the round table 
debates. 

To the reviewer the most valuable part of the book appears to be the initial 
eight chapters on the extent and regulation of monopoly in various countries. 
The authors properly emphasize that they cannct say “how competitive” or “how 
monopolistic” are their economies, since these are not simple questions and since 
the volume of desired information is much greater than the volume of available 
information ; but, even so, the findings and the arguments which the authors have 
compressed into 200 pages will be a delight to non-specialists who are interested 
in the topic but who do not have the time or inclination to search through great 
masses of literature. The method of treatment of the central topic differs widely 
within the eight chapters. Bladen’s chapter on ‘“Monopoly and Competition in 
Canada,” for instance, consists chiefly of a recital of statutes, investigations, and 
statistics; Boehm, who writes on Western Germany, is very much interested in 
public opinion and policy arguments; Heflebower’s paper on the United States 
includes analysis similar to that presented at last December’s meeting of the 
American Economic Association. 

Papers in ‘‘theoretical’’ sections following the initial area studies are, in large 
part, of the familiar journal type. As is inevitable in a collection of round-table 
discussions, much of the analysis is a repetition of earlier work. Thus, readers of 
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Clark’s “Toward a Concept of Workable Competition” (A.£.R., June, 1940) 
and Alternative to Serfdom will find much that is familiar in his chapter on ““Com- 
petition and the Objectives of Social Policy’; and economists who know Cham- 
berlin’s writings will not be surprised by his negative reaction to ‘Measuring the 
Degree of Monopoly and Competition.’’ Machlup’s remarks on “Monopoly and 
the Problem of Economic Stability” may also be regarded as a restatement. 

The average reader may wish to begin by reading Elizabeth Henderson’s 
“Summary Record of the Debate,’’ which is a good introduction as well as sum- 
mary Her succinct statement of differences between the view of American and 
European economists is worth quoting: 

However much the Round Table clearly contributed to a better and mutual under- 
standing between the holders of such different views, it could not resolve the difference 
itself. To the very end, there appeared to remain a feeling among some of the United 
States participants that their European colleagues were inclined to exaggerate both the 
dangers of monopoly and the difficulties of achieving a reasonably workable competition ; 
at the same time there was a feeling among some of the European varticipants that their 
United States colleagues, generalizing too widely from American experience, were inclined 
to under-estimate the dangers and effects of monopoly in the quite different conditions 
of Europe, as well as the difficulties of making competition work as fully and effectively 
as in the United States. 


Indiana University Henry M. Oxrver, Jr. 


Basing Point Pricing and Regional Development: A Case Study of the Iron and 
Steel Industry. By George W. Stocking. Chapel Hill, N. C.: University of North 
Carolina Press, 1954. Pp. vii, 274. $6.50. 

In his preface Dr. Stocking describes the nature of his book as being ‘‘a case 
study in industrial structure, pricing practices and economic welfare.” In the 
development of the subject matter he indicates that he has tried to avoid tech- 
nical jargon and even more assiduously to avoid superficiality. In the opinion of 
these reviewers he has succeeded admirably in achieving his objectives. 

The book begins with an excellent exposition and explanation of the mechanics 
and logic of basing point pricing. In Chapter II a very keen and well integrated 
review and analysis of the economic characteristics of the iron and steel industry 
provides the reader with the information needed to comprehend the discussions 
that come later. 

Chapters III—V trace the development of the restrictive policies and practices 
employed by corporation executives in their attempts to control competition 
and stabilize prices. The effects of these industry decisions on development in the 
nation and the South are presented in a clear and concise manner. 

Not only does Dr. Stocking clearly show the restrictive effects of the basing 
point system on the development of the steel mill and steel fabricating industries 
of the South but in Chapters V and VI he brings out forcefully the Ford, Bacon 
and Davis findings which indicate that these practices through impeding the 
growth in the South actually may have cost our largest steel producer heavily in 
loss of revenue and position in the industry. 
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In Chapter VII developments in the steel industry since 1938 are reviewed. 
In describing the tremendous changes brought on by the impact of World War 
II, attention is given to the increase in facilities, the shift from a buyers’ to a 
sellers’ market, the growth of industry in the South and West, and the announced 
abandonment by the United States Steel Corporation of basing point pricing. 

Chapter VIII deals with the legal aspects of the basing point system. An im- 
portant contribution is the discussion of the implications in Senate Bill 1008 
even though this legislation was vetoed. Legislative efforts of this kind suggest 
that the management of the industry has not accepted the dictum of the Court 
in the Corn Products, Staley, and Cement cases. 

Some readers may be disappointed with the discussion of alternatives for the 
industry’s pricing system as developed in the final chapter on ‘“The Elements of 
Sound Public Policy.”’ Three alternatives are proposed: (1) systematic basing 
point pricing, of which it would appear that we have had enough; (2) mandatory 
F. O. B. pricing, which could well help the South but over a long period of opera- 
tions at low percentages of capacity might bring harsh adjustments to northern 
mills and result in the elimination of capacity needed to meet emergencies; and 
(3) non-conspiratorial pricing—so long as it does not tend to eliminate competi- 
tion, a solution not likely to be attained until economists, the public, government 
officials, and businessmen can come to reasonably close agreement on a workable 
definition of competition. 

Dr. Stocking and his research assistants are to be commended on the excellent 
documentation of their findings. Their work has made available much new ma- 
terial particularly from recent investigations and hearings. Tables and diagrams 
have been used extensively without giving the reader a sense of being smothered 
in a statistical jungle. The reader will also be impressed with the sense of fairness 
and balance with which Dr. Stocking presents his case. There is a full and sympa- 
thetic presentation of the factors and perspectives governing management’s posi- 
tion and decisions. The case of the South is advanced and maintained without any 
of the aspects of partisanship or overt regional bias. 

The book is excellently written and is easily read. Most certainly it is one of 
interest to economists, particularly those concerned with problems of price policy 
and regional development. Industrialists, government officials, and others with a 
sense of public responsibility and an interest in questions of public policy as 
related to our whole economy, will find this book profitable reading. 

University of Alabama H. D. Bonnam anp H. H. CuapmMan 


Business Fluctuations and Forecasting. By Carl A. Dauten. Cincinnati, Ohio: 

South-Western Publishing Co., 1954. Pp. viii, 518. $5.75. 

If this textbook on business fiuctuations had appeared five or six years ago, 
I probably would have adopted it. Since that time the field has been invaded by 
Gordon, Hansen, Tinbergen, and Hamberg, to name the ones I can think of 
off-hand; and Bratt has brought out a completely rewritten new edition. The 
only explanation for why a rational professor would now enter the field is the 
long gestation period for textbooks. That publishers are willing to enter it must 
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be put down as one of the wastes of competition. It will be interesting to see 
whether the output of business cycle texts is subject to a cycle like the output of 
hogs. 

Dauten devotes more than one-quarter of his book to forecasting. This feature, 
which will win and lose more adoptions than any other, will commend itself 
more to schools of business administration than to colleges of liberal arts. There 
is a certain amount of sense to acquainting future business men with the forecast- 
ing techniques commonly employed. Some kind of forecasting is inevitable in 
running a business; informed guesses are better than uninformed guesses. Dauten 
does not emphasize the hazards of the methods described enough to suit my 
taste, but such a fault is easily compensated in the classroom. But as an academic 
economist, I don’t think there is enough scientific merit in forecasting methods to 
warrant such heavy emphasis in a liberal arts course. 

As is usual nowadays, Dauten devotes a good deal of space to the National 
Bureau of Economic Research, to the history of business cycles, and to business 
cycle theory. He follows what seems to me the lamentable custom of spending 
three or four pages on each of a great many different theories rather than a great 
many pages on each of three or four theories; but he manages to get about as 
much out of this approach as could be hoped for. His section on the econometric 
approach aggregates five pages; it seems to me that if he did not choose to give 
this subject adequate treatment, he might just as well have dispensed with it 
altogether. The decision to spend only twenty pages on policy cannot be justified 
even in a book which deliberately sets out to stress forecasting; the success of 


practical forecasting is too dependent on the results of anti-cyclical policy. The 
book is well-written. It strikes a reasonable compromise between the simplicity 
required for undergraduates and the complexity inherent in the subject, though 
leaning more toward simplicity. I sprinkled the margins of my copy with the 
usual number of question marks, but there seems no point in going into such 
matters. 

Vandertilt University Renpiacs Frets 


Colonial Social Accounting. By Phyllis Deane. New York: Cambridge University 

Press, 1953. Pp. xv, 360. $9.50. 

This study is Miss Deane’s final report on her inquiry into the problems of 
social accounting in the two territories of Northern Rhodesia and Nyasaland. 
It presents the results of painstaking research over a period of more than ten 
years and makes a major contribution to the substance as well as the methodology 
of economic knowledge. 

Miss Deane greatly adds to our understanding of the Central African economy, 
one of the few remaining “colonial” areas in the present world. The Central 
African territories of Northern Rhodesia and Nyasaland forin a tropical land- 
locked mass of about 330,000 square miles somewhat south of the centre of the 
African continent. They contain a total population of about four million people, 
of which less than | per cent are European, less than 0.2 per cent Asian, and the 
vast majority Africans. The area as a whole depends for its livelihood on the 
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production of primary products—agricultural or mineral. The bulk of the popula- 
tion is engaged in producing food for internal consumption, but the mining and 
urban centers of Rhodesia make increasing demands on the rural labor supply. 
As a result, Central Africa is finding it more and more difficult to remain self- 
supporting in staple foods. Unless a marked increase can be achieved in the pro- 
ductivity of agricu!ture, further industrial expansion will be severely limited by 
rising labor costs. 

These conc! sions are based on a most careful and patient attempt to manipu- 
late inadequate data into national income accounts so that they yield up a 
coherent picture of the economy. The National Institute of Economic and Social 
Research in Cambridge, in cooperation with the British Colonial Office, has 
sponsored this inquiry into the national income of colonial territories. Miss Deane 
herself, with undue modesty, calls it an “experiment in national income measure- 
ment for colonial territories [which] has had a very limited success’ (p. 228). 
The “‘most intractable’’ (p. 223) problem relates to the treatment of subsistence 
output in the rural communities where the production of goods for personal and 
family consumption is the main object of economic activity. Social accounting 
has been developed to show the aggregate of market transactions in a money 
economy. Where the basic framework of economic activities differs in important 
respects from that to which we are accustomed, different scales of value are in- 
volved, and the appliceticn of our accounting concepts may be more misleading 
than helpful. Add to these conceptual problems the inevitable inaccuracy of the 
data estimates in a country where the total population figures are little more 
than guesses, where no reliably complete figures show the distribution of persons 
between occupations, where no satisfactory census of agriculture (the main 
industry) exists, and where no systematic survey of internal trade has ever been 
made. Yet in spite of these formidable difficulties, Miss Deane has constructed a 
series of articulated though necessarily incomplete social accounts which within 
the limits of such crude accounts are as reliable as the existing stock of data will 
permit. By a deliberate and methodical attempt to use all the evidence available, 
this kind of experiment has set up a framework which gives new meaning to the 
traditional balance of payments estimates and permits deeper insight into the 
status changes different population groups undergo as the market sector of the 
African economy expands. 

Miss Deane’s study emphasizes with new precision both the unreliability of 
many basic economic data and the complexity of the concepts which are being 
used in any system of social accounting. This is perhaps its most important con- 
tribution. For the limitations of the present work apply to every national income 
calculation, though with differences of degree. Any country, regardless of its 
stage of economic development, presents some aspects of a plural community 
where the money measure of aggregate market transactions means different 
things for the household economy and the exchange economy, the rural and the 
urban family, the government and the private sector, the resident and the non- 
resident owners of productive factors. In so far as these differences exist an ag- 
gregate account adds unlike things and the resulting total is correspondingly 
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less significant. These conceptual problems are accentuated in any comparison 
of income estimates over time or space. It is doubtful whether it would ever be 
possible to define income so that it meant the same thing to different industries, 
different countries, or different periods. Yet our understanding of these qualifica- 
tions inherent in any economic analysis of social change is greatly aided by in- 
come studies as competently and conscientiously done as Miss Deane’s pioneer 
work. 
Washington University Werner HocuwaLp 


Taxation in the United States. By Randolph E. Paul. Boston: Little, Brown and 

Co., 1954. Pp. xii, 830. $15.00. 

This is a most ambitious project. It was undertaken primarily, as the author 
explains in his “‘Introduction At the End,” in order to promote an understanding 
among the American people of ‘‘the basic issues involved in tax and fiscal policy”’ 
so that they might more intelligently and willingly endure the heavy load of 
taxation required by our cold war with Soviet Russia. The materials to promote 
such an understanding are here but they are not packaged well; they are ram- 
Bling, too verbose, and are interlaced with too many other topics of varying 
relevancy. 

The author covers taxation in the first century of our national life in 27 pages, 
including five pages devoted to taxes in the southern Confederacy. Shortly 
afterward he devotes 25 pages to the famous Pollock case of 1894-95. Generally, 
the study is heavily concentrated on the past 40 years and the treatment becomes 
more intense and detailed as it approaches the present. For example, ten pages 
are given to Senate debate of the Revenue Act of 1951. For a large part of the 
book the work pattern is to describe in considerable detail the legislative history 
of various revenue acts, starting with the House Ways and Means Committee 
and continuing with action on the House floor, in the Senate Finance Committee, 
on the Senate floor, and in the conference committee. Frequently, the major 
provisions of the bill are summarized at two or three different stages. This pattern 
is liberally interspersed with personal memoirs and with comments on economic 
developments, foreign policy, the farm program, the progress of the war, or 
anything else of major current interest. In this the author makes extensive use 
of one-sentence summaries of testimony before Congressional committees, 
debates on the Senate and House floors, and newspaper editorials from all parts 
of the country. This technique gives realism to the description of how tax policy 
is formulated and also gives the reader a look at many tax proposals which were 
never incorporated into law, but it makes for tedious reading and at times is 
choppy and confusing. 

Naturally, in view of the author’s interest and experience, the emphasis is 
heavily on the legislative and judicial aspects of taxation. The chapter on “The 
Judicial Process in Tax Territory”’ is especially well done. There is comparatively 
little economic analysis in the book, although the author devotes considerable 
space to discussions of Keynes’ theories and the incidence of various taxes. His 
treatment of incidence is almost entirely of the macroeconomic, purchasing 
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power variety. Perhaps a typical statement on incidence is this (p. 650): “From 
the standpoint of economic consequences, some taxes diminish spending power 
upon which the economy depends; other taxes reduce savings which are essential 
to provide investment funds for the expansion of the economy.” On fiscal policy 
he might be classed as a New Dealer, although he shows more realism than many 
of the extreme New Dealers. For example, on p. 688 he states: “The recovery 
movement generated by the fiscal policy of the thirties never achieved the desired 
momentum ... partly because the net contribution of all government spending 
was too little... (but) partly because the reform aspects of the New Deal 
frightened important sectors of business and created a climate of opinion un- 
favorable to business investment.” 

In his chapter “The Unfinished Task’’ the author gives us an excellent ap- 
praisal of our present tax system. First he shows that from now on we must 
depend for additional revenues largely on the low incomes: “‘. . . changes in tax 
rates applicable to the middle and upper brackets can no longer appreciably affect 
revenue yields. Revenue yield is now determined principally by the exemption 
level and the rate in the first bracket.”” He then gives a severe indictment of the 
inequities and loopholes of our present law. Despite these features, however, he is 
optimistic about our tax system. On page 684 he concludes: “Notwithstanding 
these defects there is little need to apologize for the American Federal tax system. 
It is a remarkable product of the ponderous machinery of Congressional com- 
mittees, hearings, debates, and administrative and judicial interpretation that 
constitute the Federal taxing process. We have a better tax system than we have 
any right to expect from such an inefficient process.” 

This is an elaborate, authoritative, and realistic history of our federal income, 
estate, and gift taxes over the past 40 years, written by a man who has followed 
the development of those taxes closely and who helped at several points to shape 
the legislation which changed those taxes. Its length and the many irrelevant 
topics introduced will limit its usefulness for teaching purposes. The wide range 
of topics covered and the care with which the indexing was done is shown by the 
fact that the index covers 53 pages, one page of which is filled with references to 
Franklin D. Roosevelt. 

Duke University B. U. Ratcurorp 


The Michigan Business Receipis Tar: An Appraisal. By Peter A. Firmin. Ann 
Arbor, Mich.: Bureau of Business Research, School of Business Administra- 
tion, University of Michigan, 1953. Pp. x, 149. Paper, $2.00. 

The Michigan Business Receipts Tax deals with a state revenue measure 
unique in American state practice. The particular scheme which Michigan 
adopted and which this study undertakes to examine is a rough approximation 
of a tax on the value added by all factors of production. Indeed, the author 
indicates that the basic philosophy underlying the tax is that it should require a 
contribution measured by the amount of value added to the product by each 
taxpayer (p. 63)—subject to an initial deduction. 

After a brief introduction descriptive of the new statute and of its enactment, 
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the author (Chap. I1) draws a comparison with kindred other revenue devices, 
especially sales and income taxes. He then critically studies in Chapter III the 
interstate commerce problem and considers in Chapter IV the impact of the 
tax on various classes of business. In Chapter V, he considers the propective yield 
of the measure and the probable contribution of each important class of business. 
The final (sixth) chapter deals with economic implications and supplies a general 
summary. There is a table of cases and a limited bibliography. 

The study not only concerns significant new subject matter but it is also pre- 
‘pared with care and scholarly appreciation of the significance of the subject mat- 
ter. The critical reader will recognize—in addition to minor defects of form which 
more careful editing would have eliminated—that the report has certain limita- 
tions. For example, Chapter III, in considering ‘“The Interstate Commerce 
Problem,” omits altogether any reference to handling related corporations. In 
the experience of Norfolk, Virginia, where the gross income tax provided per- 
haps the closest approximation to the Michigan plan to be found in American 
tax history, and of states administering net income taxes, this aspect of the inter- 
state question has proved to be an especially knotty one. Again, although the 
author appears to recognize the anomaly under the theory of the Michigan law 
of deducting rent and interest, he does not in his chapter on the impact of the 
tax or elsewhere consider the practical implication of the policy. The critic may 
also wonder about Professor Firmin’s theory of tax incidence, for example, as to 
the Indiana gross income tax (p. 141) or his seeming failure to recognize (pp. 
141-142) the practical impediments to shifting the Michigan type of tax to, say, 
creditors. 

The student of taxation cannot afford to overlook this monograph, both be- 
cause it is the only satisfactory source of information about Michigan’s new 
venture and because it is basically a good, scholarly job of tax analysis. 

Unwersity of Kentucky James W. MARTIN 


Premiers Eléments d’une Comptabilité Nationale de la Belgique, 1948-1961. By 
Le Groupe d’Etudes de la Comptabilité Nationale de |’Institut de Sociologie 
Solvay. Brussels: Les Editions de |’Institut de Sociologie Solvay, 1953. Pp. 
xii, 209. 

Belgium is one of the few countries in Western Europe without an official 
system of national accounts. Until now students of the Belgian economy have 
had available exclusively the invaluable measures of the national income (revenu 
national) of Dr. Fernand Baudhuin, the eminent professor of economics at the 
Catholic University of Louvain, which, for the years 1913, 1924 to 1938, and 
annually since 1946, have been published in the Bulletin de I’Institut de re- 
cherches économiques et sociales de l'Université catholique de Lowvain. In 1949, 
the Belgian Government had indeed established a Commission du Revenu Na- 
tional for ‘“‘studying the method of measuring and establishing the national 
income,” and for preparing ‘‘a periodic and official estimate’’ of it, but so far the 
results of its investigation have not been made public. However, the Belgian 
Institut National de Statistique has made, on the basis of documentation put at its 
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disposal by the commission, provisional calculations of the national income for 
the years 1948-1951, solely for submission to certain international organizations 
(i.e., OEEC, NATO) of which Belgium is a member. 

It is therefore extremely gratifying to have this pioneering (although un- 
official) work on the national accounts of Belgium for the years 1948-1951 by the 
special ‘Groupe d’Etudes de la Comptabilité Nationale,” established under the 
auspices of the /nstitut de Sociologie Solvay, at the Free University of Brussels. 
The authoritativeness of the study is manifested by the membership of the group 
which included, among others, Dr. Max Frank, the Belgian Inspector of Finances. 
The research of the group was carried on “under the authority” of Professor 
Henri Janne, the director of the institute, and under the chairmanship of Profes- 
sor Etienne-Sadi Kirschen. The study not only marks an important event in 
the evolution of Belgian national income statistics, but also constitutes the first 
macroeconomic investigation in Belgium. 

The Belgian national accounts presented in this work are based on the system 
developed by the OEEC (A Standardised System of National Accounts, Paris, 
1952), which is currently utilized by a number of western European countries and 
by some international organizations. This makes possible for the first time 
comparisons of the Belgian national income and product with those of other 
countries (see pp. 196-198). However, it must be stressed that the work is not a 
mere compilation of statistical information: it combines with the purely technical 
descriptions of the national accounts a significant analysis of the nature and 
operation of the Belgian economy in the years 1948-1951. Prefaced by a letter 
from M. Camille Gutt to Professor Kirschen in which he justifies the creation 
of a system of national accounts even in liberal capitalistic economies “par la 
complexité de la vie économique”’ (p. ix), the book comprises an historical chap- 
ter, nine other chapters and a conclusion. It is enriched by 100 analytical tables 
and 13 illuminating graphs. 

The introductory chapter (1) discusses the evolution of the study of national 
accounts, and their various uses and limitations. It then describes the develop- 
ment of the study of national accounts in Belgium. Here—as well as at other 
appropriate points throughout the text—-the authors make clear the serious 
statistical obstacles that had to be surmounted in building up a Belgian system 
of national accounts. They point out that for many areas of the Belgian economy 
the necessary statistical information is simply not available, while the published 
statistics vary in preciseness, and the necessary basic coordination of the existing 
statistical data has not yet been achieved (p. 10). (These grave statistical prob- 
lems have, of course, long troubled researchers on the Belgian economy.) More- 
over, the authors continue, “The economic statistics actually published in 
Belgium concentrate attention on some aspects only of the economic life, such as 
the evolution of basic industries, the movement of prices, or the monetary situa- 
tion, to the prejudice of aggregates (grandeurs) which only the national accounts 
make conspicuous, such as the total production, the total consumption, or the 
formation of capital.’”” Consequently, they warn that ‘The preciseness of the 
published figures in this work is variable. It is relatively satisfactory as regards 
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the principal receipts and expenditures of the state, as well as for the balance of 
payments. It is somewhat less good for most of the other aggregates (for example, 
the construction of housing or consumption of food). In some cases, the margin 
of error may attain 10 to 20%. For the global figures, and more particularly 
the gross national product, it appears that the probable difference must not ex- 
ceed 5%” (p. 11). 

These statistical gaps and problems have necessitated a number of methodo- 
logical changes from the OEEC’s “standardized system”’ (e.g., regrouping and 
reduction in the number of accounts), which are discussed in Chapter II on ‘“The 
mechanism of the national accounts.’ This chapter defines systematically the 
sectors of the economy, the national accounts, and the principal economic ag- 
gregates—gross national product, national income and utilized resources (res- 
sources utilisées), i.e., total expenditures. These economic aggregates are analyzed 
in detail in the subsequent three chapters (III-V): ‘“The analysis of production”’ ; 
“The analysis of expenditures of the economy” and “The analysis of income.” 
And Chapters VI to X are devoted to “‘a description of the principal tables’ 
which introduce and illuminate “the salient facts of the economy,” namely, 
“Private consumption”’; “Receipts and expenditures of the state sector’; “‘In- 
ternal formation of capital’’: ““The balance of payments,”’ and ‘‘Financing of the 
formation of capital.” 

Although primarily of inestimable value to researchers on the Belgian economy, 
this important work is deserving of the fullest interest, of students and specialists 
in the field of national income and accounts. 


Washington, D.C. Artuur Leon Horniker 


Introduction to Economics. By John V. Van Sickle and Benjamin A. Rogge. New 

York: Van Nostrand Co., 1954. Pp. xv, 746. $5.50 

This book is designed to meet the needs of beginning students in economics. 
In achieving this objective the authors have been notably successful. They have 
deliberately refrained from treating the refinements of theory, although they 
have sought to provide an adequate foundation on which to build conclusions 
and recommendations. Economics is defined as a “study of the ways in which 
people use resources to satisfy their wants,’’ that is, a study of economic organiza- 
tion. It is essential in a democratic society that everyone gain some understand- 
ing of how the various parts of an economic system fit together and operate. 

The approach or ‘“‘climate’’ of the book is perhaps indicative of the trend 
in recent economic texts. First, it is more neoclassical than Keynesian, and 
second, it emphasizes the macro- rather than micro-economic analysis. In the 
treatment of economic concepts and in the description of a market economy, 
under the assumption of pure competition, the aim is to show how the automatic 
operation of the forces of demand and supply would bring the economy into 
long-run equilibrium. With a system of neutral money and the absence of growth 
and technological change, these forces would determine the allocation of re- 
sources and the distribution of the product. Indeed the concept of equilibrium 
is applied not only to the industry and the firm, but also to each individual as 
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resource owner and consumer. In a dynamic economy, however, consumer de- 
mands and technology never stand still and the position of general equilibrium 
toward which certain tendencies are constantly moving is hardly to be attained 
in real life. 

The restrictions assumed in Part Two are removed in Parts Three and Four 
and the effects of departures from pure competition are examined. Such depar- 
tures include the role of government, neutral money, and international trade. In 
answer to the question: “How competitive is the American market,” the authors 
assert that neither now nor in the past has pure competition prevailed, but we 
have had effective competition nevertheiess. Regardless of elements of collusion 
and monopoly that undoubtedly exist there is little evidence pointng to the decay 
of competitive capitalism. Government intervention is necessary in many situa- 
tions in order to “re-establish the equilibrium between private and social costs.’”’ 
On the other hand, the recent enthusiasm for public spending may violate the 
principle of responsibility and may well push investment beyond the social 
optimum. If government must serve as a cure-all for every sort of dislocation and 
dynamic change the principle of comparative advantage will be grossly abused. 

In the next six parts the authors are concerned with major economic problems 
confronting the American people today. With respect both to problems and 
policies they have taken a constructive, not to say challenging, position. In an 
appraisal of the Federal Reserve system they hold that its powers to check 
inflation and deflation have worked less well than expected. Speaking of our 
monetary system, they conclude that foreigners who have valid claims to dollars 
may receive payment in gold on demand and this is the acid test of the “interna- 
tional’’ gold standard, but that we are on a domestic gold standard is by no means 
so clear. Anti-trust legislation has been reasonably successful in preventing un- 
fair practices even though such practices have not been eliminated. 

The authors are convinced that trade unionism and capitalism can exist to- 
gether, but they would return minimum wage legislation and the control of 
unions to the states. Our federal farm aid program is not in the interest of the 
farmers themselves. One of our unsolved problems is the ‘reconciliation of 
national social security and international cooperation through trade.” Faith in 
the private enterprise system has been greatly weakened by the triumph of the 
“egalitarian-welfare-full-employment point of view.” 

The book will make a strong appeal to students for its excellence of organiza- 
tion, analysis and perspective. The text is written in such lucid and forceful 
language and the meaning is so unusually clear that it is seldom necessary to re- 
read a sentence or paragraph. The illustrations are so well chosen that they give 
life to the words. The publishers are to be commended especially for a fine job 
of printing. Above all Professors Van Sickle and Rogge have written a book that 
is quite superior in the interest that it creates in the mind of the student. 

University of Virginia Tipton R. SNAVELY 


Prices, Income, and Public Policy--The ABC’s of Economics. By Clark Lee Allen, 
James M. Buchanan, and Marshal) R. Colberg. New York: McGraw-Hill Book 
Co., 1954. Pp. x, 418. $5.00. 
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The authors, all professors at Florida State University, have set for themselves 
the task of writing a text in economic principles and policies within the compass 
of about 400 pages. ““‘We have eliminated much of the descriptive detail that 
looms so large in most textbooks. Our decision has been to concentrate on 
analysis and on its application to problems of public policy. The mass of descrip- 
tive and institutional material which has been omitted wil! appear to some in- 
structors as the most important and interesting aspect of the subject. This book 
is not for them’’ (Preface, v). 

Part A, comprising about half the book, is devoted quite thoroughly to the 
working of a free enterprise system, to the fundamental aspects of demand and 
supply, to how the price system serves to allocate resources, and to the general 
problem of distribution. Yet, there is extended treatment of monopoly and the 
various gradations of monopolistic competition, showing how such arrangements 
distort the distributive process, and usually to the detriment of society as a whole. 

Part B concerns itself with the economy as a whole and is devoted quite wholly 
to the national income approach, or macro-economics. Part C is called “Political 
Economy” and is “devoted to the application of the analytical tools developed 
in Parts A and B to selected important questions of political economy” (Pref- 
ace vi). 

The concluding chapter on “Free Markets and Free Men”’ informs us that the 
authors had found in the treatment of our free enterprise system that the three 
major problems were distribution, monopoly, and stabilization. Since free enter- 
prise had been unable to grapple successfully with these problems, it had been 
necessary to call in government. “Government, particularly the Federal govern- 
ment, is the only agency equipped to deal with the problems of distribution, 
monopoly, and stabilization.’’ Therefore, Part C on Political Economy has been 
written to show how and in what ways such problems can be dealt with through 
governmental or political action. 

Some specific errors are found in the book and at least one appears to the re- 
viewer to be of a major nature. I refer to the treatment of elasticity of demand, 
which is developed at great length with a definite attempt at mathematical pre- 
cision. There appears to be definite error and confusion in regard to what con- 
stitutes elasticity equal to unity. First, they say “If a very small change in price, 
say 1 per cent, calls forth an equal percentage change in quantity demanded, 
the elasticity of demand between those prices is said to be unity, or 1” (p. 23). 
Now, that statement can be true or false, depending on how one uses percentages. 
Suppose we start with a demand of 100 units at a price of $1.00. If price is 
raised | per cent to $1.01 and quantity demanded is lowered 1 per cent to 99 then 
elasticity of demand is not unity. For the formula for “elasticity of demand equal 
to unity” is PQ = C (Price times quantity equals a constant) but 100 K 1.00 = 
100, whereas 101 X .99 = .9999. Boulding in his Economic Analysis warned about 
this slippery point and said that if one used percentage change, then one must be 
careful to figure the percentage against either the higher or lower figure for both 
cases and not the original base. 

A much more fundamental error is introduced in connection with the diagram 
for Cournot’s mineral springs. From this illustration and diagram the authors 
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rightfully show that the point of most profitable operations is “the price where 
the elasticity of demand is unitary” (p. 25). But we must remember that Cournot 
assumed a straight line demand curve so that when you apply the demand curve 
to the Oz and Oy axes, you get a right angle triangle. Since there was no cost 
curve (water free of cost) then what was desired was to find the rectangle under 
the hypotenuse of greatest area, where PQ is a maximum. For a right triangle, 
that is where the perpendicular bisects both the base and the hypotenuse, and 
also it happens to be the only point in a straight line demand curve where 
elasticity of demand is equal to unity. 

But rarely, if ever in actual life, do we find straight line demand curves. The 
authors speak of a citrus fruit co-op with a bumper crop. They will “impose 
enough restrictions on the shipment of oranges to move the price to the point 
where the elasticity of demand is unitary, i.e., where total expenditure by con- 
sumers on oranges is maximized”’ (p. 26). Again, they speak of a stadium built 
by private owners operating to get the maximum gate receipts. ‘“They should at- 
tempt to establish admission prices at approximately the point of unitary 
elasticity” (p. 27). Now the reviewer must insist that this would not necessarily 
be true unless the demand curve was a straight line. Let us suppose demand to 
be as follows: The stadium seats 10,000. At an admission price of $1.00 all seats 
are sold. The price is raised to $2.00 in the hope that gate receipts will increase. 
But they find elasticity of demand equal to unity, so only 5000 bought tickets. 
They doubled the price and purchases went to half. However, they feel that there 
is a solid core of fans who will come regardless of price, so they raise the price to 
$4.00 and attendance falls to only 3000. The “take” was $12,000, not $10,000 as 
in the other two instances which dealt with a demand arc where elasticity was 
equal to unity. The receipts increased with an increase in price, because above 
$2.00 the demand curve had an elasticity less than unity. This is a serious error 
badly in need of correction. 

This tendency to a lack of precision is in evidence again in connection with 
the treatment of ““Hedging.”’ For instance, they say “Hedging can be defined 
roughly as betting in two opposite ways on the same things’’ (p. 244). “‘The 
purchase of insurance is a type of hedging. If a business man owns a building and 
takes out fire insurance, he is, in effect, placing a bet that his building will burn 
down.”’ The idea here is not so definitely in error as fuzzy. Nowhere is there a 
clear cut statement of hedging, its nature and purpose. 

Yet, despite the comments above, the book is basically a good text. It is well 
written, will win and keep the interest of the student, and gives an excellent 
treatment of how the basic economic forces of demand, supply, and price are 
designed to operate in a free enterprise society. Yet for best results there is need 
of assistance from government. 

Louisiana State University H. L. McCracken 


A Key to Modern Economics. By David McCord Wright. New York: Macmillan 


Co., 1954. Pp. x, 520. $4.75. 
The author has succeeded in concentrating a lot of economic analysis into this 
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modest volume. In spite of its brevity, it covers the usual topics found in the 
beginning textbook in economics, such as national! income, production, money, 
bank credit, theory of employment, business cycles, theory of cost, price and 
output, distribution, international trade and stabilization. The treatment of these 
subjects is excellent. Gifted with ability to go directly to the heart of things, and 
state his position concisely, Professor Wright leaves out much of the descriptive 
material found in many textbooks, and centers his attention on the real problems 
of economics. The principal aim of a study of economics is that of raising the 
standard of living for the people in the economy. 

Radical reformers and the advocates of extreme social planning as well as the 
dreamers of Utopia will get scant comfort from his treatment. If the economy 
is to raise the standard of living for the people, there must be continual growth 
and change. Innovation, change in techniques, new inventions, changes in wants 
and in production, characterize a growing economy. Entrepreneurs are spurred, 
to make such changes, by the lure of profits. These changes and shifts in turn 
cause disturbance, under-investment and over-investment, back-log and front- 
log problems, acceleration, over-accumulation of inventory, and maladjustments 
with the result that growth never proceeds evenly but rather with considerable 
irregularity and employment is usually at a level something less than full. 

Reorganization or scrapping of the system is not the solution, however, since 
the problems are inherent in growth rather than in the system itself. So long as 
there is growth and progress, there will be change, maladjustment and dis- 
turbance. The only way to eliminate them is to prevent growth and reduce the 
economy to a static condition, which, in turn, would make it impossible to raise 
the standard of living. The writer repeatedly calls attention to the fact that 
most of the problems of economics are not peculiar to the capitalistic economy 
but would continue to exist in a governmentally planned economy or even in a 
socialistic economy. 

Nevertheless, while the disturbances of innovation and change may prevent 
the economy from operating at the level of full employment, for at least a part 
of the time, the author is concerned that it should operate at all times as near 
to that level as is practical. Consequently in the chapter on “Stabilization and 
Economic Growth” he gives attention to measures for maintaining such a level 
of employment, as well as to measures for preventing inflation. 

The treatment of the various topics in the book is well balanced. Economic 
terminology is explained and illustrated simpiy so that the average reader can 
readily grasp it. Such terms as saving, investment, the propensity to consume, 
the multiplier, the marginal efficiency of capital, etc. are treated in such a manner 
as to make them intelligible to the average reader who is not a professional 
economist. Controversial issues are avoided by stating that some economists 
hold to certain views, while other economists hold to other views. Where it seems 
desirable the author states his reasons for inclining to one or the other of these 
opinions. 

To cover all the features of this book would take one beyond the scope of 
this review. In the mind of the reviewer, the book should serve three purposes. 
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First, it should serve well as a text for those who conduct the beginning course 
in economics along the lines of the national income approach. While the book 
itself may appear to be brief for such a course, there is plenty of opportunity 
for the teacher to enlarge upon many of the questions raised and the problems 
presented. 

For teachers who conduct the beginning course along the line of price analysis, 
this book would make excellent collateral reading to broaden the viewpcint of the 
student on economic problems. And finally, the book should be of value to the 
ordinary layman who desires to gain an understanding of the nature and com- 
plexity of economics and economic problems. 

Virginia Polytechnic Institute B. O. MiLuer 


Economic History of Great Britain. By W. Stanford Reid. New York: Ronald 

Press Co., 1954. Pp. x, 557. $6.00. 

Before it was discovered that the non-English speaking world had an economic 
history, courses in the economic history of Britain (or England) were relatively 
popular in American universities. Now they are less so, having in part (a very 
small part) been absorbed in courses in general European economic history, and 
for the greater part having been squeezed out by the general decline of interest 
in historical subjects which is characteristic of our times. One result is that 
textbooks devoted to the subject—even bad ones—are quite rare. The present 
offering is by an associate professor of history at McGill University, which helps 
explain why it was written in the first place: not only are Canada’s ties with 
Britain (economic as well as other) stronger than those of the U. 8., but there 
still exists in Canadian universities a modicum of respect for the discipline of 
economic history which is notoriously lacking south of the border. 

Included within the scope of the volume are all periods of history from the 
coming of Paleolithic Man to the return of the Tories in 1951, but roughly two 
thirds of the book is devoted to the last 250 years. The author avoids the error 
of viewing the “industrial revolution” as a cataclysmic upheaval; emphasis is 
rightly directed to understanding the economic position of Britain in the 1950’s 
rather than in the 1850’s, and the developments of the period 1750-1850 are re- 
lated (and in part subordinated) to those which came both earlier and later. 

The book is lucid, interesting, factually accurate, and economically sophisti- 
cated. It should find ready acceptance wherever courses in the economic history 
of Britain are taught. 

University of Wisconsin Ronpo E. CAMERON 


Paying for Medical Care in the United States. By Oscar N . Serbein, Jr., New York: 

Columbia University Press, 1953. Pp. xxiv, 543. $7.00. 

Upon completing a reading of Dr. Serbein’s book, one feels somewhat like the 
person who attends a movie after hearing extremely enthusiastic releases about 
it and is left a little disappointed. That person always wonders whether he would 
have enjoyed the movie more had he not attended knowing the “‘millions”’ it cost 
to produce and expecting a “super colossal’ production. The same is true in the 
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case of the volume, Paying for Medical Care in the United States. One wonders 
whether one’s reaction to the volume might not have been different if, without 
great expectations, one had simply picked the book up and read it. For it cannot 
be denied that it is a useful and an interesting volume; but it can also not be 
denied that it does not accomplish all that the progress reports, the large sum 
of money expended or, indeed, the title suggest, that the first thirteen pages of 
the book, which discuss the techniques and methods used in the study lead one 
to expect, or that the dust jacket claims for it. Future readers are warned not to 
examine the dust cover, the title, and the first pages lest these arouse one’s hopes 
to the point where justifiable disappointment must follow. And for the same 
reason, this reviewer will not refer again to the “costs of production.” The study 
does not, as the publisher suggests, “explain every kind of medical prepayment 
plan,” it does not “include a detailed examination of the general health of the 
people in the United States,” it does not “end with provocative evaluation of 
problem areas and of prevention—and a prediction of possible future develop- 
ments,” nor is it “an invaluable reference for... individuals who want exact 
authoritative information about the best ways to cover expenses when illness 
strikes.”’ That it does not do these things, however, is not to deny that the book 
is a useful reference, a “good” but not a “collosal” movie. It does contain much 
basic information, gathered for the most part from other published and available 
sources, on payment for medical care in the United States. With its 236 tables, 
it is certainly a handy source book for those who work in this field. Over and 
beyond the tables, howéver, the book would also be useful for those who are 
interested in getting a broad picture of how medical care is paid for and is 
provided for in the United States. It would, for example, make valuable reading 
in an introductory course on medical care problems. It can also be recommended 
to economists interested in insurance, social insurance and public policy. It con- 
tains a lengthy section on government activities in the field of health, a section 
that would be useful to anyone interested in obtaining an overall survey picture 
of the existing situations. Economists would benefit from an examination of the 
textual and tabular material. 

Unfortunately, the usefulness of the volume decreases with the level of so- 
phistication possessed by the reader. The more one knows about the problems 
of medical care, the more apparent become the gaps and the less useful the 
material provided. In some cases, for example, the sources used are not the 
best available. But the chief problems arise because of the survey aspects of the 
book. As a general survey it is useful, but as an analytical study it leaves much 
to be desired. Too often the expert reaches the really interesting questions only 
to be told that time and funds prevented a more intensive study of these prob- 
lems. Too often facts are presented, analysis omitted. The expert on medical care 
insurance, for example, might well be disappointed that the chapter on com- 
mercial medical care insurance does not delve into just those problems that 
would interest him. Dr. Serbein devotes a page to the limitations of the analysis, 
and it is apparent that he is aware of the shortcomings of the chapter; but it is 
just those shortcomings that are of chief interest to the person really interested 
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in studying commercial medical care insurance. The fact that the analysis of 
benefits on contracts does not constitute a random sample of all of the contracts 
sold to the public is important, and the fact that these (and the Blue Cross and 
Blue Shield) contracts and benefits are not discussed in terms of their costs is 
crucial. 

Certainly the volume points up the fact that much work of a detailed nature 
should be done on particular problems in this field. It is not Dr. Serbein’s fault 
that more detailed information is not presented. Such information does not al- 
ways exist. Dr. Serbein, in fact, frequently indicates what some of the deficient 
problem areas are. It is now up to other workers in the field to conduct intensive 
investigations of these smaller problems. Much work of an interesting nature 
remains for the economist and economic statistician. Such persons should be at- 
tracted to, and invited to work in this area. They have much to contribute. When 
these intensive investigations have been completed, a more authoritative work 
entitled ‘Paying for Medical Care in the United States” might well be written. 

University of North Carolina Rasai Fein 
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Charles C. Abbott, newly appointed dean of the Graduate School of Business 
Administration at the University of Virginia, assumed office in September. 

Ruth I. Anderson, associate professor of business administration at North 
Texas State College, has been named dean of the National Professional Secre- 
taries Association. 

Joe Charles Ashby has been appointed assistant professor of economics at 
Lamar State College of Technology, Beaumont, Tex. 

G. H. Aull, head of Department of Agricultural Economics and Rural So- 
ciology, Clemson College, has been named to membership on the Economic 
Policy Committee of the U. 8. Chamber of Commerce. 

James M. Baker has retired as associate professor of agricultural economics at 
Louisiana State University. 

Howard L. Balsley, formerly of Washington and Lee University, has been ap- 
pointed professor of business statistics at Louisiana Polytechnic Institute. 

Irol Whitmore Balsley has been appointed professor of secretarial science at 
Louisiana Polytechnic Institute. 

Hellen Barlow, formerly instructor in secretarial science at the University of 
Arkansas, is now assistant professor of secretarial science at Mississippi State 
College for Women. 

A. L. Barrett has been appointed professor of business and economics at King 
College, Bristol, Tenn. 

Russell H. Barrett, formerly of San Francisco State College, is now assistant 
professor of political science in the School of Commerce and Business Administra- 
tion, University of Mississippi. 

Nicholas A. Beadles has joined the staff of the Department of Economics and 
Business Administration at Alabama Polytechnic Institute as an instructor. 

Gordon E. Bell, formerly at Catawba College, has been appointed assistant 
professor of accounting at Duke University. 

Thomas 8. Berry is now associate professor of business administration and 
director of placement in the School of Business Administration, University of 
Richmond. . 

Bernard Bienvenu, professor of business administration at Southwestern 
Louisiana Institute, is on leave to continue graduate work at Harvard University. 

M. L. Black, Jr., of Duke University, was elected vice-president of the Ameri- 
can Accounting Association. 

Oliver Blanchard has been appointed assistant professor of business administra- 
tion at Southwestern Louisiana Institute. 

Gladys Boone, professor of economics and chairman, Division of Social 
Sciences, Sweet Briar College, will be on sabbatical leave, second semester, 
1954-55. 

Robert W. Bradburry, professor of economics, University of Florida, spent 
six weeks with Alcoa Steamship Company during the summer of 1954 under the 
Foundation for Economic Education fellowship program. 
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O. H. Breidenbach has retired as professor of business administration at 
Southwestern Louisiana Institute. 

Raymond Britton, Dallas attorney, has joined the faculty of the School of 
Business Administration at North Teas State College as an instructor in 
business law. 

Horace Brock, who recently completed work for the Ph. D. degree at the 
University of Texas, has been appointed assistant professor of accounting at 
North Texas State College. 

Robert C. Brooks, Jr., formerly at Ohio State University, has been appointed 
assistant professor of marketing at the College of Business Administration, 
University of Georgia. 

E. E. Brown was appointed associate agricultural economist at Clemson 
College in August. 

D. H. Buchanan, professor of economics emeritus at the University of North 
Carolina, is now head of the Department of Economics at Lambuth College, 
Jackson, Tenn. 

Stanley Butler is teaching high school economics at Lee College, Cleveland, 
Tenn. 

Joe Campbell has been appointed associate professor of agricultural economics 
at Louisiana State University. 

Albert Caproni, Jr., has been added as instructor in accounting in the Depart- 
ment of Economics and Business Administration at Alabama Polytechnic 
Institute. 

Robert Lamar Chaffin, assistant professor of economics at the School of 
Business Administration, Atlanta Division, University of Georgia, is on leave to 
complete his doctorate at the University of Chicago. 

George P. Champion, formerly at William and Mary College, is now assistant 
professor of industrial management at the University of Mississippi. 

James E. Chapman, assistant professor of management at the School of Busi- 
ness Administration, Atlanta Division, University of Georgia, is on leave to 
complete work on his doctorate at the University of Alabama. 

John E, Clayton has been appointed assistant professor of transportation and 
economics at the School of Business Administration, Atlanta Division, University 
of Georgia. 

Carrie Clements has been appointed instructor in secretarial studies at South- 
ern University, Baton Rouge, La. 

Gilbert L. Clifford has resigned as associate professor of transportation and 
chairman of the Division of Transportation and Public Utilities at the School 
of Business Administration, Atlanta Division, University of Georgia. 

Robert Cline has been appointed associate professor of insurance at the School 
of Business Administration, Atlanta Division, University of Georgia. 

Arthur Lee Cobb, formerly with the Tennessee Valley Authority, has been 
appointed statistician of the Bureau of Business Research at the University of 
Georgia. 

Marshall R. Colberg, professor of economics, Florida State University, 
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participated in the Conference on Economics in General Education sponsored by 
the Joint Council on Economic Education in New York City, August 22- 
September 3, 1954. 

J. Marshall Colcord has been appointed instructor in accounting at the 
University of Miami School of Business Administration. 

Octavine Cooper has been promoted to associate professor of secretarial 
science at McNeese State College. 

Jesse Crowe, formerly of Middle Tennessee State College, has been added to 
the staff of the Department of Economics at Kentucky Wesleyan College, now 
located on a new campus at Owensboro, Kentucky. 

Caroline Currie, assistant professor of business administration at North Texas 
State College, has been granted a leave of absence to do graduate work at 
Northwestern University. 

Joseph F. Curry has jointed the accounting department at Mississippi State 
College as an assistant professor. 

Albert H. Dehner, formerly on the staff of the University of Tennessee, has 
been appointed professor of real estate in the College of Business Administration, 
University of Florida. 

Daniel Robert Dixon has been appointed instructor in economics at North 
Carolina State College for 1954-55. 

James H. Dodd, professor of economics, Mary Washington College of the 
University of Virginia, spent the last year teaching on a Fulbright Award in the 
University of the Philippines and in traveling in Asia and Europe. 

C. H. Donovan, professor and head of the Department of Economics, Univer- 
sity of Florida, participated in the Summer Program for Economists with Swift & 
Company in Chicago during the summer 1954. 

Robert 8. Downer, assistant professor of marketing at the University of 
Mississippi, is back after a year’s leave of absence during which time he did 
graduate work at the University of Iowa. 

Kathleen Drummond has been promoted to associate professor of secretarial 
science at the School of Business, University of Louisville. 

Frank Dunbaugh has been appointed lecturer in marketing at the University 
of Miami School of Business Administration. 

Corwin D. Edwards has been appointed visiting professor of economics at the 
University of Virginia for the 1954-55 session. 

Vernon M. Edwards, assistant professor of accounting at Mississippi State 
College, has resigned. 

J. Norman Efferson, professor of agricultural economics at Louisiana State 
University, has been appointed director of the Louisiana State University Ex- 
periment Station. 

A. Clayton Ellis, formerly of Roanoke College, has been appointed associate 
professor of business administration at Southwestern Louisiana Institute. 

Norman G. Ellis has joined the faculty of Mississippi Southern College as 
assistant professor of business adiinistration. 
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O. D. Emerson, local practicing CPA, has accepted a position as part-time 
lecturer in accounting at Mississippi Southern College. 

R. B. Eutsler, formerly associate dean, has been named acting dean of the 
College of Business Administration, University of Florida. 

Emol A. Fails is on leave from North Carolina State College for the 1954-55 
academic year, working toward the Ph. D. degree at George Peabody College. 

Dan I. Fellers has resigned as assistant professor of business administration 
at Southwestern Louisiana Institute in order to continue his graduate work at 
Louisiana State University. 

Grant Ferguson, who has been doing graduate work at the University of 
Wisconsin, has been appointed instructor in economics at North Texas State 
College. 

William C. Ferguson has been appointed instructor in business administration 
at Southern University, Baton Rouge, La. 

Kenneth Urban Flood has been appointed assistant professor of transporta- 
tion at the School of Business Administration, Atlanta Division, University of 
Georgia. 

Norma Flynn has been appointed instructor in commerce and economics and 
assistant to the Business Manager at Lander College. 

John D. Forbes has been appointed professor of business history in the Gradu- 
ate School of Business Administration at the University of Virginia. 

Edward J. Fox has been appointed visiting professor of marketing at the 
University of Miami School of Business Administration. 

William M. Fox, formerly on the staff of the University of Washington, has 
been appointed assistant professor of industrial relations and management at 
the University of Florida. 

H. J. Friedsam has been appointed chairman of the Department of Economics 
and Sociology at North Texas State College. 

Joseph Frye has completed pre-doctoral residence work at the University of 
Florida and has resumed teaching duties at the University of Tennessee. 

M. Mason Gaffney, previously on the staff of the University of Oregon, has 
become an instructor in economics at North Carolina State College. 

William N. Gibbel has been appointed instructor in the Department of Educa- 
tion of the University of Miami School of Business Administration. 

John P. Gill, formerly professor of economics and statistics at the Atlanta 
Division of the University of Georgia, has been appointed professor of economics 
and director of the Bureau of Business Research at the College of Business 
Administration, University of Georgia at Athens. 

D. M. Glossner has replaced J. B. Hambrick in economics at Carson-Numan 
College, Jefferson City, Tenn. 

Wanda J. Goodman is now instructor in office administration at the University 
of Mississippi. 

Willard J. Graham, professor of accounting and director of The Executive 
Program at the University of North Carolina, was elected president of the 
American Accounting Association at its annual meeting in September. 
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Warren J. Gustus has been appointed instructor in economics at Duke Uni- 
versity. He comes to Duke from the University of Chicago where he received 
his Ph. D. 

Grady Guyton has been granted the status of professor emeritus of economics 
at the University of Mississippi. 

Robert D. Hall has been appoinved teaching fellow in economics at the Uni- 
versity of North Carolina. 

John W. Hamilton is instructor in economics at the Martin Branch of the 
University of Tennessee. 

Sophie E. B. Hamilton has been appointed Ernest H. Abernethy fellow in 
southern industry at the University of North Carolina. 

Mark Hanna has been appointed part-time instructor in economics and Pilot 
Freight Carriers Foundation research fellow at the University of North Carolina. 

Douglas G. Hartle has been appointed instructor of economics at Duke 
University. 

R. M. Havens has been appointed head of the Economics Department at the 
University of Alabama. 

E. Q. Hawk, absent on leave for the spring and summer from his duties at 
Birmingham-Southern College, has returned to his regular work. 

Warren Haynes, of the University of Kentucky, served during the past summer 
as consultant to the power division of the Tennessee Valley Authority, studying 
markets for coal. . 

Milton 8S. Heath, professor and chairman of the Department of Economics at 
the University of North Carolina, was elected a trustee of the Economic History 
Association at its annual meeting. 

Clarence Heer, Kenan professor of economics emeritus, University of North 
Carolina, has been named to the 1954-1955 Finance Department Committee of 
the Chamber of Commerce of the United States. 

Frank M. Herndon, formerly assistant professor of office administration at the 
University of Mississippi, is now professor and head of the Secretarial Science 
Department at Mississippi State College for Women. 

Harry D. Hewetson, associate professor of economics, Mary Washington 
College of the University of Virginia, attended the four-week summer work-shop 
“Economics in Action Program” sponsored by 26 business concerns at the 
University of Wisconsin. 

Forrest D. Higgins has resigned as assistant professor of accounting at the 
University of Mississippi and is now teaching at the University of Arkansas. 

Kenneth Holcomb has left the Martin Branch of the University of Tennessee 
to complete doctoral work at the University of Arkansas. 

L. N. Holm is now serving as business manager at Southern Missionary College, 
Collegedale, Tenn. 

Calvin B. Hoover, of Duke University, has been named a James B. Duke 
professor of economics. 

John A. Houston has resigned as associate professor of political science in the 
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School of Commerce and Business Administration, University of Mississippi, to 
accept the headship of the Department of Political Science at Knox College. 

Franklin L. Howard, formerly instructor in economics at the University of 
Connecticut, has been appointed part-time instructor in economics at the 
University of Virginia. 

Robert N. Howell, who recently completed his doctorate at the University of 
North Carolina, has been anpointed assistant professor of economics at Meredith 
College. He was formerly employed by the North Carolina Department of 
Tax Research. 

Forrest D. Hyde has been appointed lecturer in business law in the Graduate 
School of Business Administration of the University of Virginia. 

William L. Ivey has received an appointment as part-time instructor in 
economics at the University of North Carolina. 

Daniel J. James has resigned as assistant professor of marketing at the School 
of Business Administration, Atlanta Division, University of Georgia, to accept 
& position at the University of Arkansas. 

Harold L. Johnson has been promoted to associate professor of transportation 
and economics and chairman of the Division of Transportation and Public 
Utilities of the School of Business Administration, Atlanta Division, University 
of Georgia. 

Jack Johnson, after thirty years of service at North Texas State College, has 
retired as dean of the Graduate School and director of the Department of 
Economics and Sociology. 

Barclay G. Jones has been appointed teaching fellow in economics at the 
University of North Carolina. 

Thomas M. Kampfmueller, vice president of B. R. Meidinger & Associates, 
pension and actuarial consultants, has been appointed a lecturer at the School 
of Business, University of Louisville. 

E. M. Kayden has retired as chairman of the Department of Economics at the 
University of the South, but will continue teaching activities. 

Frank L. Keller, associate professor of resources in the School of Business 
Administration at Tulane University, has been appointed director of the School’s 
Division of Economic and Business Research. 

Owen 8. Kern has been appointed instructor of business administration at 
Louisiana State University. 

A. L. Kidd, associate dean of the College of Arts and Sciences, Florida A. & M. 
University, participated in the Conference on Economics in General Education 
sponsored by the Joint Council on Economic Education in New York City, 
Ausust 22-September 3, 1954. 

Randolph G. Kinabrew, associate professor of economics at the University of 
Mississippi, has been granted a leave of absence to accept a fellowship by the 
Fund for the Advancement of Education of the Ford Foundation for a year’s 
post-doctoral study at Harvard University in Philosophy in Business Cycles. 

Harold E. Klontz, professor of economics and business administration, Ala- 
bama Polytechnic Institute, served this summer as a consultant in statistics at 
the Anniston Ordnance Depot, Anniston, Alabama. 
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Fred W. Kniffin has been promoted to assistant professor of marketing at the 
School of Business, University of Louisville. 

Daniel H. Kruger has been appointed director of commerce extension and 
assistant professor of management at the University of Alabama. 

John M. Kuhlman, of the School of Business Administration of the University 
of Richmond, spent six weeks last summer with the Virginia Electric Power 
Company under the Industrial Fellowship Program of the Foundation for 
Economic Education. 

Charles E. Landon has been promoted to professor of economics at Duke 
University. 

William L. Larger, formerly instructor of marketing at the School of Business, 
University of Louisville, is on active duty with the United States Army. 

L. R. LaVallee has been promoted to associate professor of economics at 
Mississippi Southern College. 

Jerry Law has been appointed assistant agricultural economist at Louisiana 
State University. 

Herman Lebovitz has been appointed special instructor in management and 
finance at the University of Chattanooga. 

Richard H. Leftwich, associate professor of economics at Oklahoma Agricul- 
tural and Mechanical College, has been appointed Oklahoma correspondent 
for the Southern Economic Journal. 

Richard I. Levin has been appointed part-time instructor in business ad- 
ministration at the University of North Carolina. 

Mary Frances Lide, professor of commerce at Lander College, attended the 
Columbia University Workshop for commercial teachers last summer. 

Byron E. Logan has been appointed assistant professor in the Department of 
Economics and Business Administration at Alabama Polytechnic Institute. 

Thomas J. Luck resigned his position at the University of Florida to accept 
an appointment as head of the Department of Management at William and 
Mary College. 

Richard M. Lyons has been appointed assistant professor of industrial rela- 
tions and management at the University of Florida. 

Harry S. Manley has been appointed assistant instructor in the Department 
of Economics and Business Administration at Duke University. 

E. J. Mann, associate professor of accounting at Duke University, is on leave 
of absence for the academic year 1954-55. He has accepted a position with the 
office of European Economic Cooperation with headquarters in Paris. 

Joseph L. Massie, formerly of the University of Kentucky, accepted an ap- 
pointment as assistant professor of business administration in the School of 
Business, University of Chicago, effective January 1, 1955. 

Fritz McCameron, formerly with the University of Alabama, has been ap- 
pointed assistant professor of accounting at the Schooi of Business Administra- 
tion, Atlanta Division, University of Georgia. 

Lionel W. McKenzie has been promoted to associate professor of economics at 
Duke University. 
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Thomas Harry McKinney has been appointed instructor in the Department of 
Economics at the University of Oklahoma. 

Marvin McKneely, formerly instructor in business administration at the 
School of Business Administration, Emory University, is now assistant professor 
of English at Northeast Louisiana State College. 

James P. McMahon has been raised in rank to professor of finance in the 
University of Miami School of Business Administration. 

William M. Merrill has been promoted to professor of economics and head of 
the Department of Economics and Business Administration at Centre College. 
He spent the past summer in Mexico studying the banking system and its effects 
on economic conditions. 

James F. Miles, associate agricultural economist at Clemson College, has 
been named chairman of the Technical Committee for Southern Regional Dairy 
Marketing Research. 

William R. Miles, assistant professor in the Department of Economics and 
Business Administration at Alabama Polytechnic Institute, attended the annual 
meeting of the Blue Ridge Industrial Relations Conference held at Blue Ridge, 
North Carolina, July 21-24. 

F. Byers Miller, dean of the University of Richmond School of Business Ad- 
ministration, participated in the Educators’ Conference of the Esso Standard 
Oil Company in New York, June, 1954. 

Donald Mills has been appointed instructor in accounting at the University 
of Alabama. 

Bill R. Moekel has resigned as assistant professor of marketing at the School 
of Business Administration, Atlanta Division, University of Georgia, to accept 
a position at Ohio State University. 

Clarence C. Morrison has been appointed research assistant in economics in 
the Institute for Research in Social Science at the University of North Carolina. 

Ernest Muntz is now teaching economics at Blue Mountain College. 

Warren B. Nation is on leave of absence from Mississippi Southern College 
to do graduate work at the University of Alabama. 

Kalo E. Neidert, formerly at the University of Minnesota, is now assistant 
professor of accountancy at the University of Mississippi. 

Lelia Newland has been appointed instructor in secretarial science at South- 
western Louisiana Institute. 

William H. Nicholls returned to Vanderbilt University on August 1 after 
spending ten months as agricultural economist on the staff of the President’s 
Council of Economic Advisers in Washington. During August and September, 
he served as director of the Institute on Economic Development, held at Vander- 
bilt University August 30-September 24 under a contract with the Foreign 
Operations Administration. 

Louis Nuesse has been promoted to professor in industrial management at the 
University of Tennessee. 

Clifton Oliver, assistant professor of personnel management, University of 
Florida, spent several weeks last summer with General Motors Educators Con- 
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ference and six weeks with the Atlantic Refinery Company under the Founda- 
tion for Economic Education program. 

Bernard M. Olsen has been appointed assistant professor of economics at 
North Carolina State College coming from the staff of Indiana University. 

Louis O’Quinn has been appointed assistant professor of business administra- 
tion at McNeese State College. 

Andrew P. Orth, formerly of Florida Southern College, has been appointed 
assistant professor of accounting at the College of Business Administration, 
University of Georgia. 

William A. Paton, Jr., previously assistant professor of accounting at Pennsyl- 
vania State College, has been appointed associate professor of business ad- 
ministration at Davidson College. 

John E. Pearson, formerly of New Mexico A. &. M. College, has joined the 
faculty of the Department of Economics, East Texas State Teachers College. 

Benjamin C. Phillips has been appointed director of the Evening College at 
the University of Chattanooga. 

Valentin Pikner has been promoted to assistant professor of economics at 
North Carolina State College. 

Daniel A. Preston has resigned as assistant professor of economics and com- 
merce at the University of Chattanooga. 

Harry R. Price has been raised in rank to associate professor of accounting 
at the University of Miami School of Business Administration. He received his 
Ph. D. degree from Northwestern University during the summer of 1954. 

Edward D. Putman, Jr., has been appointed instructor in economics at Texas 
Western University. 

Charles E. Ratliff, Jr., has returned to Davidson College after a year at Duke 
University where he completed the requirements for the doctorate. He has been 
promoted to the rank of associate professor of economics. 

Paul Rigby has resigned his position at the University of Alabama to become 
director of the Bureau of Business Research at the Atlanta Division of the 
University of Georgia. 

Clarice Robinson, formerly professor and head of the Secretarial Science De- 
partment at Mississippi State College for Women, is now teaching in the Secretar- 
ial Science Department at Huntingdon College. 

Frank A. Ross, who recently completed a Ph. D. degree at the University of 
Texas, has been appointed assistant professor of statistics at North Texas State 
College. 

R. L. Rouge has been promoted to associate professor of accounting at Mc- 
Neese State College. 

Neville L. Rucker has been appointed instructor in economics in the Depart- 
ment of Economics and Business Administration at Alabama Polytechnic 
Institute. 

Thomas C. Sanders joined the faculty of the University of Richmond School of 
Business Administration as assistant professor. 
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Lloyd Saville, of Duke University, was awarded a Ford Foundation Faculty 
Fellowship for study in Italy. 

Leon M. Schur has been appointed instructor in business administration at 
Louisiana State University. 

Glenn R. Scott, formerly of Mississippi Southern College, is now assistant 
professor of accounting at the University of Tennessee. 

John R. Scott has been appointed special instructor in business law at the 
University of Chattanooga. 

Franklin I. Smith is teaching economics at Lee College, Cleveland, Tenn. 

Joseph J. Spengler, of Duke University, has been named James B. Duke profes- 
sor of economics. 

Carroll C. Stalnacker, assciate professor of economics at Alabama Poly- 
technic Institute, spent the month of September in the service of the Life In- 
surance Company of Atlanta. His work was sponsored by the American Associa- 
tion of Teachers of Insurance in conjunction with the Association of Insurance 
Companies. 

Martin Stegenga, formerly at Meridian Junior College, has accepted the 
position of assistant professor and head of the Department of Business Educa- 
tion at Mississippi State College. 

Herbert Bob Stelimacher, formerly of the University of Houston, has been 
appointed assistant professor of marketing at North Texas State College. 

A. D. Sterkx has been promoted to associate professor of management and 
statistics at McNeese State College. 

G. Winston Summerhill has resigned as assistant professor of management at 
the University of Florida to accept a position with Prudential Insurance Com- 
pany in Durham, N. C. 

Glenn W. Sutton, professor of finance at the College of Business Administra- 
tion, University of Georgia, has been appointed U. 8. Traffic Commissioner, and 
is now on leave from the University. 

Axel W. Swang, associate professor of business administration at David 
Lipscomb College, is on leave for graduate work and teaching at the University 
of Alabama. 

Curtis E. Tate, Jr., has been named head of the Lander College Department 
of Commerce and Economics. 

P. C. M. Teichert has been appointed instructor of economics at Louisiana 
State University. 

Corey C. Thompson, associate professor of economics at the University of 
Texas, has been appointed Texas correspondent for the Southern Economic 
Journal. 

Courtland Thompson has been appointed instructor in the Management De- 
partment at the University of Miami School of Business Administration. 

0. G. Thompson has been promoted to assistant professor of economics at 
North Carolina State College. 

James E. Thorogood has been named chairman of the Department of Econom- 
ies at the University of the South, Sewanee, Tenn. 
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Sam B. Tidwell has been promoted to head of the Department of Accounting 
at Mississippi Southern College. 

George W. Tomlin, associate professor of economics, University of South 
Carolina, is on leave for graduate study at the University of Pennsylvania. 

Harlon D. Traylor has been appointed research associate in agricultural eco- 
nomics at Louisiana State University. 

William T. Tucker has been appointed assistant professor of marketing at the 
School of Business Administration, Atlanta Division, University of Georgia. 

T. E. Waller is on leave from his position as instructor in business administra- 
tion at Southern University, Baton Rouge, La., to continue his graduate work 
at New York University. 

R. E. Westmeyer, professor of business administration at the University of 
Arkansas, has been appointed Arkansas correspondent for the Southern Economic 
Journal. 

Wilson E. Williams has been promoted to professor of economics at Virginia 
State College. 

David M. Wright, professor of economics at the University of Virginia, has 
been granted leave of absence for a second year in order to make a study of the 
economic recovery in several European countries. 

Manuel Zaiac has been appointed instructor in the University of Miami 
School of Business Administration. 

Joseph Zemel has been appointed lecturer in business law in the University of 
Miami School of Business Administration. 


The following names have been added to the membership of the Southern 
Economic Association : 

Joseph Airov, Emory University, Ga. 

L. M. Clark, Federal Reserve Bank of Atlanta, Atlanta, Ga. 

Henry J. Engler, Jr., College of Business Administration, Loyola University, 
New Orleans 18, La. 

Robert Norman Howell, Meredith College, Raleigh, N. C. 

Lemuel Russell Jordan, Box 284, Chapel Hill, N. C. 

Walter Kennon, Emory University, Ga. 

B. C. McGough, College of Business Administration, University of Florida, 
Gainesville, Fla. 

Henry M. Oliver, Jr., Indiana University, Bloomington, Ind. 

Karl D. Reyer, College of Commerce, Louisiana State University, Baton 
Rouge, Louisiana. 

James Sideris, Box 3093, University Station, Gainesville, Fla. 

Herman A. Stribling, Jr., Box 119, University, Ala. 

W. O. Turner, Louisiana Power & Light Co., New Orleans 14, La. 

John P. Wilcox, 11 Bartlett Street, Brooklyn 6, N. Y. 
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